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PROCEEDI NGS

2 CHAI RVAN RANDALL: Pl ease be seated. Good norning,

everybody. AmI| on? | just don't seemto be
ringing. Gkay. Yeah.

Good norni ng, everyone, and welconme to this ex
parte briefing. I'mgoing to ask M. Melchers to

read t he docket.

8 MR. MELCHERS: Thank you, M. Chairman. Comm ssioners,

we're here pursuant to a notice of request for

al | onabl e ex parte conmunication briefing requested
by Duke Energy Carolinas, LLC, and Duke Energy
Progress, LLC, schedul ed for today, February 19th
at 10 a.m, here in the comm ssion hearing room
There are two subjects to be discussed at the
briefing: proposed revisions to the Residenti al
Smart $aver EE Prograns concerni ng Docket Nunbers
213-298-E and 216-149-E and al so update on the Tax
Cuts and Jobs Act, Docket Nunmber 217-381-A. Thank

you, M. Chairnman.

20 CHAI RVAN RANDALL: Thank you, M. Melchers. Now I'l]I

turn it over to M. Jeff Nelson fromORS to go over

the rul es.

23 MR. NELSON: Thank you, M. Chairman. Conm ssioners,
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24 t hank you for having us -- or for having the
25 Conpany in this nmorning to -- to discuss these
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1 i ssues. For those of you that don't know nme, |'m
2 Jeff Nelson. I'mthe chief |legal officer for the
3 Ofice of Regulatory Staff. |1'mhere today as the
4 designee for the executive director of the Ofice
5 of Regulatory Staff for this allowable ex parte,
6 which is to be presented by Duke Energy Carolinas
7 and Duke Energy Progress in accordance with the
8 provi sions of South Carolina Code Annotated Section
9 58- 3-260(C) .
10 As the ORS representative, it's ny duty to
11 certify the record of this proceeding to the chief
12 clerk, which is Ms. Jocelyn Boyd, of the Public
13 Service Conmi ssion within the next 72 hours and to
14 verify that this -- this -- these, | guess,
15 al  owabl e ex partes have been conducted in
16 accordance with 58-3-260. The requirenents of that
17 statute are, in part, that the all owable ex parte
18 be confined to the subject matter that has been
19 noticed. In this case, as M. Ml chers has just
20 nmentioned, those two topics today are, first,
21 update on the Tax Cuts and Jobs Act and, secondly,
22 t he proposed revisions to the Residential Smart
23 $aver EE Programs. Therefore, | ask the
24 presenters, conmm ssioners, and staff to refrain
25 from goi ng outside of the paraneters of these two
803.749.8100 Southern Reporting, Inc. www.souther nreporting.net
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1 i ssues that have been noti ced.
2 Under 58-3-260, participants, comm Ssioners,
3 and comm ssion staff are prohibited fromrequesting
4 or giving any conmm tnment, predetermnation, or
5 predi ction regardi ng any action by any conmi ssi oner
6 as to any ultimate or penultimate issue which
7 either is before or is likely to cone before the
8 Conmi ssion. In short, the -- the presenters can't
9 ask the commi ssioners for anything, and the
10 conmi ssioners can't give their opinion on anything.
11 Finally, 1 would ask everyone that is in
12 attendance today to please -- you should have
13 signed in when you cane in, and you shoul d have
14 pi cked up a form as well, when you cane in
15 Pl ease make sure that you read, sign, and return
16 the form before you | eave today.
17 Thank you, M. Chairman
18 CHAI RVAN RANDALL: Thank you, M. Nelson. Before we
19 continue -- | alnost forgot -- | just wanted to
20 wel come our newest conm ssioner, M. Florence
21 Bel ser.
22 COWM SSI ONER BELSER:  Thank you.
23 CHAl RVAN RANDALL: Wl conme. And sitting in on our first
24 -- first neeting, so we're glad you're here.
25 kay. Is it -- who's -- who's stepping up?
803.749.8100 Southern Reporting, Inc. www.souther nreporting.net
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1 didn't know who was the -- who was the person on --
2 on board, so .
3 MR. VELLBORN: Good norning, M. Chairnan,
4 Conmi ssi oners, Comm ssioner Bel ser, and
5 M. Melchers. Thank you for your tine this norning
6 inallowus -- allowng us to share this
7 information with you. 1'm Sam Wl |l born, counsel
8 for Duke Energy Carolinas and Duke Energy Progress.
9 W have two ex parte briefings scheduled for this
10 nmorning. The first will cover the Conpany's Snart
11 $aver Program nodifications, and the second w ||
12 provi de an update on the Tax Cuts and Job Acts.
13 On the Smart $aver panel are Tim Duff and
14 Lynda Shafer. M. Duff is general -- general
15 manager of customer solutions, regulatory strategy,
16 and eval uation. As such, he oversees our
17 regul atory strategy and approval processes related
18 to custoner product and service offerings for Duke
19 Energy's eight utility operating conpanies,
20 i ncludi ng the Conpany's EDSM of f eri ngs.
21 Lynda Shafer is South Carolina's strategy and
22 col | aborati on manager for DSM EE prograns, and
23 she's responsi bl e for stakehol der engagenent and
24 the regulatory filing process associated with
25 customer product and service offerings in South
803.749.8100 Southern Reporting, Inc. www.souther nreporting.net
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1 Carolina. W' ve cautioned the panelists to speak

2 clearly and to try not to speak over each other for
3 the benefit of the court reporter. And, again,

4 t hank you for your time. And I'll go ahead and

5 turn things over to our panel.

6 CHAI RVAN RANDALL: Thank you, M. Wellborn. Welcone.

7 W'l turn it over to you

8 MR. TIM DUFF (DUKE): Good norning. Thanks for having

9 us.

10 (Reference: Presentation Slide 1)
11 | really wanted to start off just by giving a
12 little background on the energy-efficiency prograns
13 t hat Duke Energy Carolinas and Duke Energy Progress
14 have offered here in the great state of South

15 Carolina since approximately 2008. And we've

16 really aggressively pursued offering our custoners
17 cost-effective energy-efficiency prograns to both
18 hel p participants save on their bills, as well as
19 to avoid long-term system costs associated with
20 energy. And, according to that, we've seen a |ot
21 of growth in our progranms and have actually been
22 | auded by sone of the environmental groups as being
23 the only Southeast utility -- utilities, | should
24 say, because both of them actually exceeded the
25 nati onal average of 0.69 percent of retail sales

803.749.8100 Southern Reporting, Inc. www.souther nreporting.net
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1 energy saved in a year in 2017. So we're really

2 proud of those acconplishnents and really are -- in
3 addition to our commtnent, are really positive

4 with respect to the regulatory franework and

5 flexibility that we have here in South Carolina to
6 hel p get prograns approved and nodify themin order
7 to best neet the needs of our custoners.

8 (Reference: Presentation Slide 2)

9 And, so, I'mgoing to start off by just giving
10 a qui ck overview of our portfolio. W have both

11 residential and nonresidential prograns. W have
12 the Energy Efficiency Appliance and Devi ces Program
13 on the residential side, which really allows

14 customers to purchase or receive lighting and ot her
15 ki nd of | ow cost energy-efficiency neasures that

16 t hey can purchase and install in their honmes on

17 t heir own.

18 W al so have the Residential Snmart $aver

19 Program which is the subject of the -- is -- of
20 the ex parte briefing today, which really deals
21 with a little bit nore intensive neasures: the
22 HVAC program -- HVAC-rel ated neasures, ducts, water
23 heat ers, and pool punps.
24 We have the Hone Energy House Call and
25 assessnents where we actually go out and do an

803.749.8100 Southern Reporting, Inc. www.souther nreporting.net
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1 audit on the customer's home to provide them an

2 i dea of things that they can do within their home

3 to become nore energy efficient.

4 We have a multi-famly program which is

5 directed at that little harder-to-reach segnent

6 where you have custonmers who may not own the

7 property and -- but still could benefit from having
8 energy efficiency, so it's really focused at trying
9 to get measures installed into those hard-to-reach
10 customer's residence.

11 We have the Energy Efficiency Education

12 Program which is designed to provide an education
13 conponent to students in -- in K-12 elenmentary --
14 K-12 school s and then give them energy-efficiency
15 tips and a kit, which allows themto see the

16 benefits of energy efficiency in their hone.

17 We have the My Home Energy Report program

18 which is really a broad-engagenment programthat is
19 intended to get customers to be aware of their
20 energy usage in conparison to both their neighbors
21 in like hones as well as in energy-efficient homes
22 so that they're notivated. And it provides them
23 tips on howto actually strive to becone nore
24 efficient.
25 And then we have the Residential New

803.749.8100 Southern Reporting, Inc. www.souther nreporting.net
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1 Construction prograns on the D -- on the Duke

2 Energy Progress side, which is really designed to

3 get neasures installed to get a hone to be its nost
4 efficient at being built rather than having to do a
5 retrofit.

6 W al so have demand-response progranms on the

7 residential side with the Energy Wse Honme program
8 and Power Manager for DEC, and these prograns all ow
9 customers to participate and receive an incentive
10 for giving the Conpany control of nostly their air
11 conditioners where we are allowed to basically shed
12 load. We give themnotice, and we can press a

13 button and shed | oad fromthose devices during

14 critical peak events.

15 On the non-residential side, we have the Smal
16 Busi ness Energy Saver, which is a programtargeted
17 at a -- again, a harder-to-reach segnment, and that
18 i nvol ves going out to small energy -- smal

19 busi nesses and providing an onsite audit and
20 eval uation of efficiency projects that can be
21 undertaken and then on -- based off of that audit,
22 ei ther providing financing or scheduling the actua
23 installation of the efficiency.
24 We have a broad program which is the
25 nonresi dential Smart $aver Prescriptive program

803.749.8100 Southern Reporting, Inc. www.souther nreporting.net
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1 whi ch all ows custoners to select fromover 200

2 di fferent measures that provide efficiency above

3 the standard efficiency, and they can go out and

4 see what the actual incentive is per unit that they
5 woul d install of that efficient equipnent.

6 We have an assessnment and design assi stance

7 program again, to give custonmers information up

8 front on what efficiency capabilities are out there
9 for their prem ses and what they can take advant age
10 of .

11 We have the Smart $aver Custom which is

12 sonething that's a little bit nore focused on the
13 | arge customers who are very heterogenous in

14 nature, meaning that they have very different

15 operations, and so the incentive is actually

16 cal cul ated on a case-by-case basis for them based
17 off of the overall efficiency installation, rather
18 than | ooking at it by piece of equipnent.

19 And then we have the performance incentive
20 program which is simlar to the custom program but
21 allows the Conpany to kind of tailor the incentive
22 to be paid over tinme because there's a -- a
23 behavi oral conponent or operational conponent
24 that's a little bit nore variable than under a
25 custom program So if sonebody puts in an energy

803.749.8100 Southern Reporting, Inc. www.souther nrepor ting.net
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1 managenment system how they use that energy

2 managenment system could vary over tine, and so we
3 use this programto not pay all the incentive up

4 front until we can nake sure that the origina

5 estimate is actually verified over tine.

6 And then, finally, we have denmand response

7 prograns on the non-residential side in the form of
8 the Energy Wse for Business, Power Share, and C G
9 Demand Response Automation. And these are simlar
10 prograns to the residential side except basically
11 customers are receiving incentive for the right to
12 gi ve them notice of when they need to shed | oad

13 during an event. And if they don't shed | oad,

14 there's obviously a penalty associated with it.

15 So that's our portfolio of approved prograns.
16 And, again, Lynda's going to be tal king about the
17 Resi dential Smart $aver program which is a really
18 i nportant program for us because, as you all know,
19 HVAC is a really critical piece. 1t's alnost 40
20 percent of the average residential custoner's
21 energy consunption, so the nodifications that were
22 proposed were really designed to hel p nake that
23 program as robust as possible. And, with that,
24 ["1l turn it over to Lynda.
25 (Reference: Presentation Slide 3)

803.749.8100 Southern Reporting, Inc. www.souther nreporting.net
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1 M5. LYNDA SHAFER (DUKE): Thank you. Good nor ning,

2 Conmi ssioners. Thank you for letting us talk about
3 our Residential Smart $aver program

4 So we cannot tal k about our energy-efficiency
5 prograns wi thout tal king about cost-effectiveness.
6 And when we tal k about cost-effectiveness, we are
7 specifically tal king about whether or not our

8 progranms pass the cost-effectiveness test. The

9 primary ones we | ook at are the utility cost test
10 and the total resource cost test: the UCT and the
11 TRC

12 Both of these tests essentially do the sane
13 thing. They nmeasure whether or not the benefits of
14 a program exceed its costs. In the case of the

15 UCT, we're |l ooking at the benefits and the costs
16 that accrue to the utility systemand then are

17 ultimately passed along to the ratepayer. For the
18 TRC, we're |ooking at the sanme thing, but we add in
19 the piece that the participating customer has to
20 pay -- has to pay to participate, specifically:
21 What are the increnmental costs of upgrading to
22 hi gher-efficiency equi pnent?
23 Those increnental costs are what brings us
24 here today. W keep a very close eye on those
25 because, when we design a rebate or an incentive

803.749.8100 Southern Reporting, Inc. www.souther nreporting.net
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1 for a program we have to find a bal ance between

2 the projected lifetime kil owatt-hour savings that
3 that equipnment is likely to generate and the

4 increnental cost to the custonmer. |[If the rebate

5 isn"t high enough, we won't push anybody over the
6 edge, but if the rebate is too high, then we wll
7 i nadvertently pass higher costs along to the

8 rat epayer than what we should and we will make our
9 prograns | ess cost-effective.

10 So as the market changes, these increnental
11 costs change, and it's sonmewhat frustrating because
12 we don't have any control over the increnental

13 costs. W just watch themand adjust. And that's
14 why we requested the nodifications that we did to
15 our tariff because the incremental cost of high-
16 efficiency HVAC equi pnment has dropped and so our
17 rebate has to drop accordingly in order preserve
18 our cost-effectiveness.

19 (Reference: Presentation Slide 4)
20 We currently have the upper limt of these
21 rebates printed on our tariff, but our rebate has
22 dropped and havi ng those hi gher nunbers on the
23 tariff could create customer confusion. To cone
24 back and continually update those nunbers woul d
25 create a -- a condition of regulatory |ag that

803.749.8100 Southern Reporting, Inc. www.souther nreporting.net



Allowable Ex Parte Briefing
Docket No. 2017-381-A & Docket Nos. 2013-298-E & 2016-149-E

Page 15
2/19/2019

9/ Jo G| abed - 3-862-€10Z - 0SdOS - NV 65:6 L.z Aenigad 6102 - ONISSTO0Hd ¥0O4 314300V

1 could cause us to pass on higher costs to

2 rat epayers than we should, so we would like to

3 renove that confusion by renoving this upper limt
4 of -- that we have printed on our tariffs. That

5 way we can preserve the cost-effectiveness of the
6 program and react as quickly as possible to market
7 changes.

8 We al so nentioned, in our filing, sonme other
9 changes that we've made to the program or woul d

10 like to make. One is that we need to recal cul ate
11 our TRC score. W -- we calculate this frequently.
12 W fileit with the ORS as part of our annua

13 filing, but since the increnental cost to custoners
14 has changed, the TRC score al so needs to change.

15 So we wanted to make you aware of that.

16 We also are working to build cost-

17 ef fectiveness in another way. W have a referra
18 channel where our trade allies -- our contractors
19 that work with our program-- when they get a
20 customer to purchase HVAC as a result of a |ead
21 t hat Duke generated for them they pay Duke a
22 referral fee. W take that referral free -- fee
23 and defer programcosts with it, so it makes our
24 program nore cost-effective. W also have
25 contractors and trade allies that go through the

803.749.8100 Southern Reporting, Inc. www.souther nrepor ting.net
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1 normal channel where they just have a custoner that
2 wanders into their store, and they sell thema HVAC
3 and then file for the rebate. Over the next three
4 years, we would like to transition all of our

5 rebates through the referral systemin order to --
6 to funnel those referral fees and defer our program
7 costs.

8 And then, lastly, we've asked for the 90-day

9 time frame for filing applications for rebates to
10 be renoved fromthe tariff and, instead, reference
11 the tine frame we have on the website because the
12 time frame on the website is shorter and it wll

13 allow us to get rebates to the custoners faster

14 So the primary goal in all of these changes is
15 to preserve this inportant programfor our

16 customers. W need it to remain cost-effective so
17 we can continue to offer it and accrue these

18 benefits for all our ratepayers. Thank you

19 CHAI RVAN RANDALL: Okay. So is that -- that concl udes
20 everything. So, Comm ssioners, questions?
21 Conmi ssi oner Wiitfield?
22 COWM SSI ONER VWHI TFI ELD: Yes. Thank you, M. Chairman.
23 | guess ny questions mght be to both of you, but
24 perhaps a little bit nore toward you, M. Shafer
25 You said -- or maybe M. Duff said that 40 percent

803.749.8100 Southern Reporting, Inc. www.souther nreporting.net
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of the costs were attributed to -- | think you said
that, M. Duff -- that were attributed to HVAC
systens; is that right?

MR TIMDUFF (DUKE): Yes. That's an approxi mation of
t he percent of energy usage and energy cost that's
associated with the HVAC. That's an average.

COWM SSI ONER WHI TFI ELD:  Right. That's kind -- what |
t hought | heard you say.

And, Ms. Shafer, you were tal king about the
incremental costs falling related to HVAC and you
needed to adjust your tariff accordingly, and you
got -- that's what it says in your slide, as well.
How nmuch has that increnental cost fallen and could
you, | guess, define accordingly a little bit nore
or -- what we're tal king about?

MS. LYNDA SHAFER (DUKE): The increnental cost,
according to our calculations, has fallen in excess
of 20 percent. (To M. Duff) Do you want to add?

MR TIMDUFF (DUKE): Yeah. | was just going to add
that we recently had a standard change about two
years ago, which increased the efficiency
requirenent for the baseline of a unit. And so
whenever you see that standard or that technol ogy
change, you're going to see, kind of, the new

t echnol ogy be expensive. And then, as it's -- as
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1 it becones kind of the standard in the

2 manuf acturing process, it does cone down over tine,
3 which is why we've seen it cone down as Ms. Shafer
4 nment i oned.

5 COWM SSI ONER WHI TFI ELD: | know, Ms. Shafer, | think you
6 said sone of these things were on your website.

7 But howis it, without these tariffs being

8 published like that with -- with -- in nunbers |ike
9 that, how is a customer going to see -- be able to
10 find these changes or -- or what you're proposing?
11 How do you think -- howw !l it be transparent to
12 the -- to the custoner?

13 M5. LYNDA SHAFER (DUKE): They'll use our trade allies,

which is what they al ready do, because the nunbers
that we have on the tariff now are the upper limts
of the rebate, and they've already dropped. So |
think right now we have $600 on there as our

hi ghest rebate, but our highest rebate currently is
only 400. So the tariff captures what the upper
limt is, but that could al so create confusion for

the customer if they think that Duke is --

22 COW SSI ONER VWHI TFI ELD:  Ri ght .
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23 M5. LYNDA SHAFER (DUKE): -- able to offer them 600 but

24 they're only getting 400. So it's nore efficient

25 for us to comunicate directly through our trade
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allies and to put that information on our website.

COWM SSI ONER WHI TFI ELD: Ckay. | guess, lastly, the
ot her change you nentioned -- and it was you,

Ms. Shafer -- tal king about going froma 90-day
application time to a shorter tinme. Wat tine
frame do you --

MS. LYNDA SHAFER (DUKE): Currently, we have 60 days on
the website, and so we would be able to get the
rebate to the custonmer a nonth faster.

COWM SSI ONER WHI TFI ELD:  Ckay. | think that's your | ast
bullet point: shortened tine for custoners to wait
for their rebates.

V5. LYNDA SHAFER (DUKE): Yes, sir.

COWMM SSI ONER WHI TFI ELD:  All right. Thank you.

That's all | have at this time, M. Chairnman.

CHAI RVAN RANDALL: Thank you. Conmi ssi oner Howard?

COWM SSI ONER HOMRD:  Thank bot h of you.

I"'mtrying to think of the inpact of the whole
programin relationship to your total rate base.
How nuch of the program-- do you put all the
programrate base at rates or what percent of the
programyou put in rates?

MS. LYNDA SHAFER (DUKE): We put all of the program
costs in our annual rider. And so any programthat

is cost-effective, then we're eligible to get
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rei mbursenent for that programthrough our annual
rider, which will be -- our DEC rider will be filed
on March 1st.

COWMM SSI ONER HOMRD: A | ot of these prograns --

MS. LYNDA SHAFER (DUKE): | mean --

COWM SSI ONER HOMRD:  Excuse nme. A lot of these
progranms, to ne, need the advantage of advanced
nmetering. Do you agree with that or --

MS. LYNDA SHAFER (DUKE): | think advanced netering wll
hel p us to know how to serve our customers better.
W' || have better data, and we'll be able to
conmuni cate with them better.

COWM SSI ONER HOMRD:  How many of your custoners you can
-- nunbers or percentage-w se, probably better --

have advanced netering capabilities?

MS. LYNDA SHAFER (DUKE): 1'Il have to defer that to
M. Duff.

MR TIMDUFF (DUKE): | -- | really don't have the
specific percentage. | would say it's -- it's
likely greater than 60 percent in -- in South

Carolina. Could be --
COWM SSI ONER HOMRD:  Si xty?
MR TIMDUFF (DUKE): It could -- it could be higher.
COWMM SSI ONER HOMRD:  Si xty percent?

MR. TIM DUFF (DUKE): Yeah.
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1 COWM SSI ONER HOMARD:  That's hi gh enough

You got one of the bullet points: "income-
qualified progranms.” What are incone-qualified
prograns?

5 MR. TIMDUFF (DUKE): So we offer a -- a nunber of

di fferent progranms, whether it be DEP or DEC, that
are designed to help custoners that are bel ow 200

percent of the federal poverty guideline, so they

provi de higher incentives. |n sone case, neasures
where other custonmers would have to pay -- pay a
percentage or a part of the cost, they' Il provide

the entire neasure at no cost for the custoner.

And those prograns generally won't be cost-

ef fective because they are providing a higher
incentive, but it's really the only way to hel p
that segnment of the -- of our customer base that is

so nmuch in need of energy savings and bill savings.

18 COWM SSI ONER HOMRD:  That coul d be a segue to ny next
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19 gquestion. It seens to me that the people that's
20 going to probably have | ess advantages of this
21 program the | owinconme people, particularly those
22 that live in, Nunber 1, rented nobile homes.
23 Because nobil e honmes, as | understand it unless
24 t hi ngs have changed in the |ast couple years, are
25 very inefficient as far as energy-efficiency
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1 prograns. As far as, if you' ve got a nobile hone,
2 it'd be atotally inefficient residence. And then
3 a lot of themare rented, and a | andl ord doesn't

4 want to spend the problem-- the noney to -- to

5 make a honme in efficiency, but -- however, the

6 rat epayer of that house, the renter, still has to

7 pay their rate bill. Plus, he has to pay for these
8 ot her prograns, you know, that are in -- in the

9 rates. Can you explain this to me, or you got any
10 suggestions? O "that's just life and just suck it
11 up and nove on"?

12 MR. TIMDUFF (DUKE): | would say, in general, that we
13 do try and have prograns and neasures for custoners
14 even in those honmes that can be install ed,

15 particularly lighting measures. |If you can inform
16 t hem about behavi or that they can take to try and
17 i nprove their efficiency, those can help them as
18 wel | .

19 And then | woul d say, beyond your -- kind of a
20 broad -- the broader question you ask is: How does
21 it help then? Well, by having all custoners
22 partici pate and becone nore efficient and -- and by
23 the very nature of the fact that the prograns are
24 cost-effective, the system avoi ded costs are
25 greater than the program costs that are being borne
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by all customers through the energy efficiency and
DSM ri der.

COMM SSI ONER HOMRD:  You | ook at the system not the
i ndi vi dual ?

MR TIMDUFF (DUKE): W look at it -- we look at it
kind of both ways. W |look at a test called the
"participant test" for each individual program and
file those scores, as well, with our prograns.

COMM SSI ONER HOMRD:  You're in multiple states. What,
fivel/six states y'all are in?

MR TIM DUFF (DUKE): Six.

COMM SSI ONER HOMRD: |Is this programpretty well the
sane in all the states?

MR TIMDUFF (DUKE): It varies -- it varies sone
because we have sonme very different clinmates in

sonme jurisdictions and sonme very different

regul atory frameworks. But we try and have as nmany

of the sane progranms, in terns of a broad

structure, that we can, sinply because it allows us

to spread the costs out to a greater basis and find

efficiencies with scal e.
COVMM SSI ONER HOMRD:  |I'mtrying to think how to

verbalize this, and I"'mgoing to ness it up, so

"1l just go ahead anyway. Could or do we have, in

South Carolina, a favored nation status? |In other
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1 words -- you're in, what, Kentucky? r:;
O
2 MR TIMDUFF (DUKE): VYes. S
3 COWM SSI ONER HOMRD: | f Kentucky has a programthat's E
4 nore energy efficient and saving custoners nore, |.8.|
[4))
5 wi Il that program be passed onto South Carolina? | %
6 mean, | guess I'mlooking for -- for the lack of a 2
o
7 better word -- favored nation status in -- in your EI_’:
8 energy efficiency. %
9 MR. TIM DUFF (DUKE): So what | would say is -- is i,
10 there's no -- there's no doubt in ny mnd -- | §
11 don't knowif it's a favored nation status that | j§>
12 woul d classify it as, but we always | ook at what we %
13 do in our other states and are constantly trying to 8
14 learn. And if there are opportunities for program §
15 designs and nodifications that we've seen in other §
16 states, we will try to bring those to South :
17 Carolina, as well as our other jurisdictions. (;'E
18 Now, sonetines it could be climte f_:t
19 differences. Sonething in Chio that m ght work may >
20 be different in South Carolina because there's a
21 pretty distinct climate zone difference. But we
22 are always |ooking for, not only just the general
23 program but how the program s adm nistered. W're
24 | ooking for best practices across our utilities to
25 bring those to South Carolina.
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COWM SSI ONER HOMRD:  You nentioned residential new
construction prograns, and then there was a caveat
that's particularly on the Progress side. Wat
happened? Wy isn't that the same on the Duke
Carol i nas side?

MR TIMDUFF (DUKE): So the Duke Energy Progress
Resi dential New Construction Programwas actually
instituted prior to the Duke Carolinas and Progress
merger, and so it's been in the market for a | ong
time. Duke Energy Carolinas has evaluated it.

W' ve had sone concerns from sone of the gas
conpani es regarding the inpact it could have on

fuel switching, and so we've actually been -- are
currently neeting with themto discuss their
concerns and potentially try and bring that program
to Duke Energy Carolinas, as well.

COWM SSI ONER HOMRD:  Thank you both very much. Enjoyed
your presentations.

CHAI RVAN RANDALL: Comm ssi oner Ervin.

COWM SSI ONER ERVIN:  Thank you, M. Chairnan.

Good norning. Thank you for coming this
nmorning. Just to follow up on prior questions
about what other states are doing: |'d be
interested in what other public service com ssions

have done as it relates to -- to these simlar
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requests. Have -- have they been adopted, for
exanple, in North Carolina by the PSC there?

MS. LYNDA SHAFER (DUKE): Yes, sir. The requests for
DEC s changes have been approved. The requests for
DEP' s changes are slightly nore broad than what
we' ve tal ked about here today, and they are
currently being considered.

COM SSIONER ERVIN: Did they -- can you tell nme: Wat
do you nean by "slightly nore broad"?

MS. LYNDA SHAFER (DUKE): DEC has a online store that is
bei ng expanded to DEP' s territory, and so the
filing includes that expansion. So it's not just
about these changes to --

COWM SSI ONER ERVIN:  Ckay.

MS. LYNDA SHAFER (DUKE): -- Residential Smart S$aver

COWM SSI ONER ERVIN: | understand. But they -- the --
the North Carolina Public Service Conmm ssion did
adopt, essentially, these changes for their
rat epayers?

V5. LYNDA SHAFER (DUKE): Yes, sir.

COWM SSI ONER ERVIN: Ckay. Do you know about when t hat

was done?

MS. LYNDA SHAFER (DUKE): | think we got that order in
January.

MR TIMDUFF (DUKE): Yeah. | believe it was md -- it
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was m d- January.

COWM SSI ONER ERVIN:  Coul d you nake a -- a copy
avail able to us of that order --

MS. LYNDA SHAFER (DUKE): Yes, sir.

COM SSI ONER ERVIN:  -- please, to see exactly how it
was filed?

V5. LYNDA SHAFER (DUKE): Yes, sir.

COWM SSI ONER ERVI N:  Thank you.

In terns of the prograns that are avail abl e,

what -- what efforts do you enploy to get the word
out to your custoners? Do you -- do you do it by
bill inserts or online on your website or both?

MS. LYNDA SHAFER (DUKE): All of the above.

COWM SSI ONER ERVIN:  Ckay.

MS. LYNDA SHAFER (DUKE): Including mass nedia, radio,
everyt hing we can do.

COWM SSI ONER ERVIN:  And what percentage of the
custoners are taking advantage of these prograns in
South Carolina, if you know?

MS. LYNDA SHAFER (DUKE): Tinf

MR TIMDUFF (DUKE): | don't have the percentage of
custoners, and it's -- it's a hard thing to neasure
because we count participation differently for a
different program So, for exanple, in the

Efficient Appliance and Devices Program a bulb is

803.749.8100 Southern Reporting, Inc. www.souther nrepor ting.net
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1 a--isa--1is amrk of participation. For the
2 HVAC, it's an actual custoner. So it's a -- it's
3 ki nd of an apples and oranges. So, unfortunately,
4 | don't have that nunber for you.

5 M5. LYNDA SHAFER (DUKE): | -- | don't have it as a

6 percentage, but | can tell you in 2018 we

7 i ncentivized 2600 HVAC units in the Carolinas.

8 COW SSI ONER ERVIN:  And that's in both North and South

Carolina --

10 V5. LYNDA SHAFER (DUKE): Yes, sir.
11 COW SSI ONER ERVIN:  -- conbi ned?
12 MS. LYNDA SHAFER (DUKE): Un-huh

13 COW SSI ONER ERVIN:  Okay. That seens still a fairly

| ow nunber. [I'mjust wondering if -- is -- is
there any way to -- to -- to get the word out to --

to nore people on a broader basis?

17 M5. LYNDA SHAFER (DUKE): W -- we are constantly

pursuing nore participants in this program but
it"'s difficult because of the |large capital
investnment that's required up front. And,
general ly, people don't replace their air

condi tioner until they break.

23 COW SSI ONER ERVIN:  Ri ght.
24 M5. LYNDA SHAFER (DUKE): So we kind of have to wait.

25 COWM SSI ONER ERVIN:  Have you tried to reach out to HVAC
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providers in the -- in the area to -- to nmake them
aware of the prograns?

MS. LYNDA SHAFER (DUKE): Yes, sir. W have. And we
are currently pursuing doing that even nore as a
m d- st ream channel for distribution.

COW SSIONER ERVIN: Great. And -- because it would
seemthat mght be a -- a good point of entry to
try to -- to -- if you could educate themon what's
avail abl e, then they could pass on to their
custoners --

V5. LYNDA SHAFER (DUKE): Yes, sir.

COMWM SSI ONER ERVIN:  -- or nake them aware of potentia
rebat es and savi ngs.

What about hone buil ders? Have you reached

out to -- for exanple, to South Carolina Hone
Bui | ders Association in -- in any way to -- to nake
t hem aware of what they can do in -- in ternms of

renovati on or new construction of residentia
rat epayers?

MR TIMDUFF (DUKE): So on the DEP side, yes.
Definitely home buil ders have been reached out to
Wi th respect to that Residential New Construction
Program and we'd like to bring it to DEC soon --
as soon as we can kind of rectify sonme of the

concerns regarding the expansion into DEC. It's
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1 kind of a fortunate thing that the DE -- DEP

2 program s al ready approved because they didn't

3 rai se that concern originally.

4 COW SSIONER ERVIN:  1'm pl eased to hear that you're

5 maki ng that effort. It just seens that, you know,
6 the nore we can do, the better. This is the |ow

7 hanging fruit that -- that really, if we could get
8 everyone on board, we could -- we could see

9 significant cost savings for -- for ratepayers.

10 And so | -- | comrend your efforts. | just am

11 wondering if there are best practices in other

12 jurisdictions. For exanple, in the South,

13 obviously, bills are going to be running a | ot

14 hi gher during the sumer season. Have you | ooked
15 at other states to see what sone of their best

16 practices are in trying to reach custoners? |Is

17 there just kind of a national -- a regiona

18 standard, for exanple?

19 MR. TIMDUFF (DUKE): Yes. As | nentioned, we -- we do.
20 W talk with other utilities, as well, that are a
21 menber of a nunber of kind of regiona
22 organi zations that |look at efficiency that's going
23 on in other states. But |I'mproud to say we're --
24 we' ve been kind of |auded as the | eader in terns of
25 what's being achieved, and again, | think it's --
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1 it's atribute to -- to Duke being commtted to it
2 as well as the regulatory framework that's been

3 establ i shed here in South Carolina.

4 COW SSI ONER ERVIN: | know a whil e back sone of the

5 South Carolina co-ops were assisting their

6 ratepayers that lived in nobile homes by goi ng out
7 and putting sone kind of sealant on the -- on the

8 rooftops as a way to -- to reduce the loss of air

9 conditioning and heat. Do you -- are you famliar
10 with their -- what they did, or is that sonething
11 t hat you woul d consi der?

12 MR. TIMDUFF (DUKE): |'mnot specifically famliar with
13 it. 1 -- we can definitely reach out to them

14 |'ve never heard of them but we have talked with
15 the South Carolina co-ops as well as other -- other
16 utilities regarding the issue associated with

17 nobi | e and manuf act ured housi ng, because it is such
18 a tough -- a tough segnent to get to because

19 there's only so nmuch you can do with respect to the
20 shel | .
21 COWM SSI ONER ERVIN:  That's right.
22 MR. TIM DUFF (DUKE): But, yeah. That'd be sonething we
23 can definitely follow up with themon. But |I'm not
24 aware of that program
25 COWM SSI ONER ERVIN:  Ri ght.
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MR TIMDUFF (DUKE): Sonetinmes the co-ops aren't bound
by the sane cost-effectiveness requirenents that we
are.

COM SSIONER ERVIN:  Right. But it sounded like a
fairly cost-effective way to -- to help those
fol ks, who many of themare, you know, struggling
financially. A lot of retirees, disabled fol ks
that can't afford, you know, housing -- traditiona
housi ng end up in a nobile home or manufactured
hore.

And so | know that, | believe, Blue R dge
El ectric Co-op was one that did it, and there are
others. But if maybe you can look into that and
just find out nore about it and see if it's a
possibility that we could expand it to -- to your
rate base.

MR TIMDUFF (DUKE): Great. Thank you --

COWM SSI ONER ERVI N:  Thank you.

MR TIMDUFF (DUKE): -- for the suggestion and the
ref erence.

CHAIl RVAN RANDALL: M. WIIians.

COWMWM SSI ONER W LLI AVs:  Thank you, M. Chairman. A
coupl e of questions for Ms. Shafer and M. Duff.

M. Duff, you tal ked about house calls and

assessnents. Could you tell ne a little bit nore
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about what that would entail if a customer asked

for a house call and an assessnent ?

3 MR. TIM DUFF (DUKE): So the custonmer would -- would

reach out to -- to the Conpany and an assessnent
woul d be schedul ed in which a Duke-certified

i nspector would go out to the honme and do a wal k-

t hrough audit where they woul d | ook through the
honme and identify areas where there could be caul k
put in; where there are, you know, air gaps; things
that custoners can do fairly quickly; as well as

al so |l ooking at things |ike the age and efficiency
of their existing HVAC system you know, | ooking
and see what kind of thernostat they have; anything
that they can see that they could reconmend to the
custoner to nmake a energy-efficiency inprovenent.
And then they also will bring with them a nunber of
LED |i ght bul bs, sonme weather stripping, |owflow
faucet aerators to -- that they will then instal

if the customer requests themto, if they don't
have that efficiency equipnment in their home. So
there is a direct-install conponent as well as that

education piece for those customers.

23 COWM SSI ONER W LLI AMS: Do you have any costs for the

average custoner for the direct install?

25 MR TIMDUFF (DUKE): There is -- there's no direct out-
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of - pocket costs for -- for the participant in that

progr am

3 COWM SSI ONER W LLIAMS: |Is a report generated?

4 MR. TIM DUFF (DUKE): Yes. The customer is left with a

5 report with those recomendati ons.

6 COW SSI ONER W LLIAMS: |Is there -- is there like a

7 range? "Your -- your house is energy efficient.”
8 "Your house is"

9 MR. TIM DUFF (DUKE): Not so much with that, just

because of the heterogeneity of the honmes that
they're going to go into, so nmuch difference in
ternms of what -- what they' re seeing.

Now, we do, do that with the behaviora
report, the "My Home Energy Report," because we
have the data regarding the -- the hone's age,
size, and so we do |l ook and try and conpare |ike
hones to each other to give custoners that
reference through that program And it's -- it's
been very, very successful. The program saves
approximately 1 -- 1 to 2 percent, depending on
which jurisdiction you're in, with customers taking
efficiency tips to heart and naking those

i nprovenents.

24 COWM SSI ONER W LLI AMS:  The reason |'m asking that

guestion: Several conm ssioners have referenced
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1 nobi | e homes and manuf actured housing. And |'ve ,-:,il
O
2 been surprised to learn the -- the vast difference 8
3 in energy bills for a nobile hone versus a standard E
4 brick-and-nortar home, traditional single-famly |.8.|
w
5 home. |'ve been shocked at the difference. %
6 And if | were a consuner on the open market 2
o
7 | ooking for a place to stay and | see that a nobile EI_’:
8 home is available at a nuch |ower rent price than, %
9 say, an apartment, maybe it would be hel pful for ne i,
10 to know that catch to that is that the energy bill §
11 is going to be four to six hundred dollars, | -- j§>
12 |"ve heard. | don't know how -- how true that is, %
13 but I've been -- |I've been told that. So would it 8
14 be possible for me, before | even purchase or -- or §
15 enter that rental agreement for a nobile hone, to §
16 get sone type of energy report or assessnent to :
17 determ ne whether or not it's a good -- a good (%;
w
18 option to rent that nobile honme or that S:
—~
19 manuf act ured hone or even that apartnent to know @
20 what the average energy bill would be for that type
21 of housi ng?
22 MR TIMDUFF (DUKE): | -- 1 -- 1 think that there are
23 sonme custonmer-data i ssues associated with that,
24 gi ving out somebody else's data without their
25 perm ssion. Now, if there's sonme sort of a
803.749.8100 Southern Reporting, Inc. www.souther nrepor ting.net
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1 requirenent for the sale or for the | ease that the

2 utility would provide that data, that -- | think

3 it's sonething we could do, but | do think there's

4 sonme customer access and privacy regardi ng energy-

5 usage data.

6 But | think it's a very good point regarding

7 the fact that it's sonething that should be

8 factored into the cost-of-living equation that may

9 not be when custoners are maki ng that housi ng stock

10 deci si on

25

11 COWM SSI ONER W LLI AMS: Do you-all track the nunber of

12 nobi | e homes and manuf actured houses you serve?
13 MR. TIM DUFF (DUKE): W have -- | think we have a

14 pretty broad idea of what it is. | can't say that
15 we woul d have specific ideas of what's nobile and
16 manuf actured, but | think we have a pretty good
17 i dea of the housing stock that -- that's being

18 served. And as we get nore data through advanced
19 nmetering, we have a better gauge of things.

20 COWM SSI ONER WLLIAMS: So it -- it may be possible at
21 sone point for you to do a -- a conpare -- a

22 conpari son between nobil e homes and manuf act ur ed
23 homes versus traditional single-famly hones?

24 MR. TIMDUFF (DUKE): Yes. Yes. And to your point, the

other -- the other big thing on of the manufactured

803.749.8100

Southern Reporting, Inc. www.souther nrepor ting.net
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or nobile honmes is really the type of heating that
they have. In nost cases, they're not going to
have a heat punp. |If they have -- if they have
heat -- if they have electric heat, it will be
strip or -- or baseboard heat, which is far nore
ener gy-consum ng than a heat punp. So it -- it's
-- it's not only the shell, it's also the equi prment
that's usually put on those manufactured or nobile
hones, particularly the ones that are older in

nat ur e.

11 COWM SSI ONER W LLI AMS:  Thank you for sharing that

information. | -- this -- | think this is

Ms. Shafer's area of expertise. | -- 1 want to
wal k through the Residential Smart $aver energy-
efficient program |'ve read it here, and it's
very clear. | want to thank you and really appl aud
you for having some foresight about custoner

confusion --

19 M5. LYNDA SHAFER (DUKE):  Un- huh.
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20 COWM SSI ONER W LLI AMS:  -- because that is an issue that

21 can cause a lot of problenms. So | appreciate the

22 proactive nature of this presentation. But | just

23 want to nmake sure | understand this program

24 correctly.

25 If I were a Duke customer, and | purchased an
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HVAC system -- so reading -- reading this program
would | get -- here it says $600 but you said it's
-- nowit's four. Wuld | get, what, $400 off the
purchase of the -- the HVAC? How -- how would |

recei ve that incentive?

6 M5. LYNDA SHAFER (DUKE): Well, you woul d probably work

that out with your contractor. Sone contractors
will use the rebate to |lower the price of the
equi pnent, and sone custoners prefer to get the

rebate in the formof a check.

11  COW SSI ONER W LLI AVS:  Fronf?
12 MS. LYNDA SHAFER (DUKE): From Duke Energy.

13 COWM SSI ONER W LLI AMS:  From Duke? Okay. So how -- how

woul d they know that? How -- how woul d they know
their right and left limts? How does -- how does
the customer know their rights when it cones to

this progranf

18 M5. LYNDA SHAFER (DUKE): Well, they would work through

our trade allies and -- and, you know, our trade
allies are partners with us. They're eval uated
frequently. They have standards that they have to
nmeet. And so we rely and trust our -- our trade
allies. But they can also call our call center and

ask our conpany directly.

25 COWM SSI ONER W LLI AMS:  Okay. And -- and this may be --
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this may touch Comm ssioner Ervin's question --
line of questions. So if |I'ma Duke custonmer and
my HVAC goes out and I"'min the market for an HVAC
and I -- I'"ma Duke custoner and | contact ny |oca
HVAC man, is -- is that -- or woman -- nman or

woman, w Il that person know about this progranf

7 MS. LYNDA SHAFER (DUKE): If -- yes. They probably

will. If they're a Duke trade ally, they certainly
will. Hopefully, if you' re a Duke custoner, before
you contact any contractor, you'll log on to find-

it-duke.comand get a referral directly fromus.
And then we advertise that very heavily because we
want our trade allies to reap the benefit of being

partners with us.

15 COW SSI ONER W LLIAMS: So this programis -- the

9/ Jo 6¢ abed - 3-862-€10Z - 0SdOS - NV 65:6 L.z Aenigad 6102 - ONISSTO0Hd ¥0O4 A31d3I00V

16 customer has to play a pretty big role in

17 i npl enenting this program or accessing this

18 program it seens. Like if I'"mjust a regular

19 person, really not concerned about Duke or their

20 energy-efficient program | see ny bill; | pay ny

21 bill, but, other than that, | really don't spend

22 much tine thinking about Duke Energy. M/ HVAC goes

23 out. Unless | contact a trade ally to replace that

24 unit or |I'm savvy enough or educated enough to go

25 online and see whether or not there any energy-
803.749.8100 Southern Reporting, Inc. www.souther nreporting.net



Allowable Ex Parte Briefing
Docket No. 2017-381-A & Docket Nos. 2013-298-E & 2016-149-E

Page 40
2/19/2019

1

2

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

efficient progranms, | could potentially fal
t hrough a | oophol e or a crack?

MS. LYNDA SHAFER (DUKE): Potentially, you could. W
try to catch people by having an extensive trade
ally network, recruiting contractors to be part of
our trade ally network. And we have staff
dedi cated to that purpose so that the odds are
greater that, if you wander into your |oca
contractor, that contractor will be a Duke Energy
trade ally.

COM SSI ONER W LLIAVS: Do you -- so do you track the
nunber of trade allies you have in a service area?

V5. LYNDA SHAFER (DUKE): Yes, sir.

COWM SSI ONER W LLI AMS:  What -- and you may -- you may
have al ready answered this question: Wat's the
percentage of contractors that are trade allies?

MS. LYNDA SHAFER (DUKE): | don't know the answer to
t hat questi on.

COM SSI ONER WLLIAMS: Is it possible to have 100
percent ?

MS. LYNDA SHAFER (DUKE): It's possible. 1t's probably
unlikely, but it's possible.

COMWM SSI ONER WLLIAVS: So | see that the -- the 90-day
conpletion -- or the application nust be nmade

wi thin 90 days of conpletion of the work, as noted
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on the Conpany's website. That -- that has been
changed to 60 days?

V5. LYNDA SHAFER (DUKE): Yes, sir.

COW SSI ONER W LLIAMS: So if | -- if I mssed that 60-
day deadline, essentially, | don't get to take
advant age of the progranf

MS. LYNDA SHAFER (DUKE): Yes, sir. W found, though,
that it's usually the contractors that are turning
in the paperwork, and they were holding it for the
full 90 days because they had 90 days before they
had to get it back. So by shortening it to 60
days, they would be less likely to hold it as |ong,
and it would be to the benefit of the custoner.

COW SSI ONER W LLI AMS:  So, | nean, that -- that sort of
seens |ike, again, that could create another crack
within the system | nean, the custoners
conpl ai ned about the 90 days?

MS. LYNDA SHAFER (DUKE): | don't know if they've
conpl ai ned about the 90 days, but | did hear from
our program rmanagenent that we had custoners that
were calling wondering where their rebate was
because, as far as they were concerned, they
shoul d've had it already. And when we | ooked at
it, we agreed: They should' ve have had it already.

COMWM SSI ONER WLLIAVS: So is there any -- is there any
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1 responsibility that the contractor has to -- if

2 they -- if they're going to assune the -- the duty
3 of turning in the paperwork, is there -- is there
4 any responsibility that could be attached to them
5 if they failed?

6 M5. LYNDA SHAFER (DUKE): Absolutely. Yes. That would
7 be part of the ongoing evaluation we do of our

8 trade allies. If we have a trade ally that's not
9 responding and -- to our deadlines and is not

10 working to the benefit of the custonmer, they would
11 not remain a trade ally.

12 COW SSI ONER WLLIAMS: So if -- if | depended on one of
13 your trade allies to install the HVAC system and
14 they failed to neet the 60-day deadline, is -- is
15 there any -- any | anguage -- and | guess you-al

16 have sonme type of contractual agreenent that --

17 that that trade ally would have to pay the rebate
18 to the customer?

19 M5. LYNDA SHAFER (DUKE): |'m not aware of that
20 | anguage, but | do know that our program managenent
21 team woul d do everything in their power to -- to
22 honor that custonmer as a Duke custonmer and -- and
23 that's why we run the programis to help a
24 customer, so we would do what we could for them
25 COW SSI ONER W LLI AMS:  The -- thank you for that.
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The nunbers -- and I -- | don't know who --
who this question's for, I'mjust going to ask the
guestion: The nunbers that you-all reviewto
determ ne the maxi mum recovery amount -- the --

MS. LYNDA SHAFER (DUKE): Uh- huh.

COWM SSI ONER W LLI AMS:  -- maxi mum rebat e anount, who
revi ews those numnbers?

VMS. LYNDA SHAFER (DUKE): Qur program managenent team
keeps track of those nunbers, but they work with
| ocal distributors and manufacturers to gather the
i nformati on and make sure it's accurate.

COWM SSI ONER W LLI AMS:  And -- and based off those
nunbers, there would -- there has been a 20 percent
reduction in the cost of equipnment. | don't know
if I"'mstating that part correctly.

MS. LYNDA SHAFER (DUKE): Yeah. The increnental cost
has dropped by 20 percent.

COWM SSI ONER W LLI AMS:  Are those nunbers assessed or
reviewed by a outside entity, or is it al
i nternal ?

MS. LYNDA SHAFER (DUKE): W have eval uati on neasurenent
and verification that's done approxi mately every
two years on our prograns, and those nunbers coul d
be reviewed by that third-party eval uator

COM SSI ONER WLLIAVS: Al right. That's -- that's all
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my questions. Thank you so much.

MB. LYNDA SHAFER (DUKE): Thank you.

CHAI RVAN RANDALL: Thank you, Commi ssioner WIIians.
Conmi ssi oner Ervin.

COW SSI ONER ERVIN: | wonder about LEED certification.
Are you-all involved in that at all?

MR TIMDUFF (DUKE): No. |It's generally done by the --
it's generally done by buil ders.

COM SSIONER ERVIN:  |Is there sonme way that you coul d
pronmote it in -- in your literature for the high-
end side of the market because | know that, you
know, you -- you have to really prod a -- an
architect or builder to talk about it. A lot of
them you know, don't ever nmention it unless you,
you know, know about it. But if we could get nore
people on the high end of the market to participate
in a LEED certification, that would -- that would
-- you know, either in renovation or primarily in a
new housi ng contract/plan, that -- that would seem
to be a -- awwse way to -- to try to reach that
end of the market. Wuld you look into that and
see if other states are doing it?

MR TIMDUFF (DUKE): Yeah. W can definitely ook into
t hat .

COM SSIONER ERVIN: | think there's a gold, silver, and
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bronze LEED certifications, and it's hard to get

the -- the gold standard, but it can be done if

sonmebody wants to -- you know, to really go after
the savings. And as | recall, are there stil
federal tax credits available for -- for that

progran? It seens |ike there m ght have been at
one time.

MR TIMDUFF (DUKE): I'm-- I"mnot aware off the top
of ny head, but we can definitely check into that.

COWMWM SSI ONER ERVIN:  Right. Thank you.

CHAI RVAN RANDALL: Ckay. Any other questions?

(No response)

CHAI RVAN RANDALL: I -- 1've just got a couple.

One, on your -- where the Conpany does | oad
shed or peak shaving, do you do that every --
during all peak -- peak hours, or is that just on
certain events?

MR TIMDUFF (DUKE): It's -- it's during certain events
because you run the risk of having custoners
choosing to get off the programif you call it too
much. So we give them day-ahead notice when we're
expecting sonme sort of a systemevent. Extrene --
usually, it's extrene heat since the devices are
really hooked up to air conditioners. So, yes. W

-- we do -- we run it -- | believe we tell them up

9/ Jo G abed - 3-862-€10Z - OSdOS - NV 65:6 L2 Aenigad 6102 - ONISSTO0Hd ¥O4 A31d3I00V

803.749.8100 Southern Reporting, Inc. www.souther nrepor ting.net



Allowable Ex Parte Briefing
Docket No. 2017-381-A & Docket Nos. 2013-298-E & 2016-149-E

Page 46
2/19/2019

16

17

19

20

21

22

23

25

1 to ten tines a year, and it really depends on the
2 systemoperating pattern and what the needs are.

3 W try not to do it two back-to-back days because,
4 again, you get that custoner where they say, "You
5 know what, my annual incentive isn't worth -- isn't
6 worth me having to deal with this." But we haven't
7 had a ton of drop-off because we do try and manage
8 it that way.

9 CHAI RVAN RANDALL: So it doesn't -- it's -- it's not

10 i ke you cycle an air conditioning unit on and off
11 during peak hours just as a normal -- where you

12 don't -- you don't even really notice it -- where
13 the custoner -- the ratepayer doesn't really notice
14 it?

15 MR TIMDUFF (DUKE): No. It's not part of norma

operations. It's only when we give themthe notice

of a -- the day ahead of an event.

18  CHAI RVAN RANDALL: GCkay. Thank you.

One of the things y'all said was that
incremental cost had fallen 20 percent, but the
rate -- rebate has gone from 600 to 400, which is
about 30 percent. Wat's -- where's the -- the

di fference there?

24 M5. LYNDA SHAFER (DUKE): Well, we bal ance the rebate

with the projected lifetime savings. And it's just
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like we | ook at incremental cost, we | ook at
incremental savings. So the -- the difference
bet ween the baseline and the higher-efficiency
equi pnent has gotten nore narrow.

CHAI RVAN RANDALL: Ckay. Thank you. Comnm ssioners,
anyt hi ng el se?

(No response)

CHAI RVAN RANDALL: Ckay. M. Wellborn, anything nore
for this panel ?

MR. VELLBORN: No, M. Chairnman.

CHAI RVAN RANDALL: Ckay. M. Duff and Ms. Shafer, we
appreciate y'all being here, and you can step down.
And | ooks like Ms. Shirley Smth is up next.

M5. SMTH  Yes. We'Ill take just a couple of mnutes to
swi tch out our presentations and please call Laura
Bat eman and Cooper Monroe up to the table.

Thank you for having us today. As
M. Wellborn said, we've also spoken with this
panel of presenters, and they have also comitted
to speak slowy and distinctly and not to tal k over
one another to make sure that we don't
unintentionally cause any problens for the court
reporter.
Here today, we have Laura Bateman. She is our

director of rates and regul atory planning, as well
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as Cooper Monroe, who is Duke's director of tax.
And | believe we are ready to go if the Conm ssion
i s ready.

CHAI RVAN RANDALL: Great. W are ready. Thank you.

M. LAURA BATEMAN (DUKE): Thank you.

CHAI RVAN RANDALL: I'"Il turn it over to you.

(Reference: Presentation Slide 1)

MS. LAURA BATEMAN (DUKE): Good norni ng, Chairnman,
menbers of the Conm ssion. Thank you for the
opportunity to --

MS. MELCHERS:. Turn on your mc.

CHAI RVAN RANDALL: Ch, yeah.

MS. LAURA BATEMAN (DUKE): Oh.

CHAI RVAN RANDALL: Yeah, sorry.

VMS. LAURA BATEMAN (DUKE): |Is this better? Yes.

CHAI RVAN RANDALL: Much better.

MS. LAURA BATEMAN (DUKE): Good norning, M. Chairnman,
menbers of the Conm ssion. Thank you for the
opportunity to speak with you this norni ng about
the federal Tax Cuts and Jobs Act and the inpact
that it has on customer rates.

If we could nove to Slide 2, you'll see the
agenda - -
(To Ms. Smith) Thank you.

MS. SM TH: Uh- huh.
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1 (Reference: Presentation Slide 2)
2 M5. LAURA BATEMAN (DUKE): -- you'll see the agenda that
3 we prepared for this norning. So, first of all,

4 M. Mnroe will cover an overview of the Federa

5 Act and the inpacts on utilities. And then I'l|

6 tal k about the corporate incone tax rate reduction
7 and, at a high level, how that inpacts customer

8 rates. And then M. Mnroe will talk about tax

9 normal i zati on, deferred taxes, bonus depreciation
10 and excess deferred incone taxes. And then he'l
11 turn it back to ne at the end to tal k about Duke
12 Energy Carolinas and Duke Energy Progress's

13 speci fic proposal on how to inplement the Tax Act
14 in custonmer rates.

15 And, with that, I'll turn it over to Cooper

16 MR. COOPER MONRCE (DUKE): Thank you. Thank you,

9/ Jo 6¥ abed - 3-862-€10Z - 0SdOS - NV 65:6 L.z Aenigad 6102 - ONISSTO0Hd ¥O4 314300V

17 Conmi ssi oners, for having us today.
18 (Reference: Presentation Slide 3)
19 So, just quickly, on this next slide is a very
20 sunmari zed overview of -- of key provisions from
21 the Tax Cuts and Jobs Act that inpact utilities.
22 Certainly, the law is nmuch nore vol um nous than
23 this, but we're just focusing on the ones that
24 inmpact utilities the nmost. Certainly, Nunber 1 is
25 the drop in the tax rate from 35 percent to 21
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1 percent. That's a 40 percent reduction in the tax
2 rate.

3 The next itemis bonus depreciation. W']

4 get into an exanpl e show ng what bonus depreciation
5 is and its inpact a little later on

6 The third thing is normalization of excess

7 cunul ative deferred incone taxes. This is taking

8 the deferred inconme taxes that represent that 40

9 percent reduction in the tax rate, and the | aw

10 requires a flowback of that excess deferred taxes
11 for property-related protected excess deferreds

12 over, basically, the book |life of assets they're

13 related to.

14 The retained net interest -- the general rule
15 under the Tax Cuts and Jobs Act is that corporate
16 taxpayers are limted on interest based on a

17 maxi mum cap of 30 percent of adjusted taxable

18 income. The | aw excepted out regulated utilities
19 including electric and gas utilities fromthat
20 rule. The offset to that is there's no nore bonus
21 depreciation for utilities.
22 And then, lastly, prior to the Tax Cuts and
23 Jobs Act, there was a manufacturing deduction that
24 utilities -- electric utilities could use, and that
25 is no longer applicable after the Tax Cuts and Jobs
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1 Act. So these provisions are generally effective

2 starting in 2018.

3 MS. LAURA BATEMAN (DUKE): Okay.

4 (Reference: Presentation Slide 4)

5 MS. LAURA BATEMAN (DUKE): Okay. Moving to Slide 4, I'm
6 going to tal k about how the decrease in the incone
7 tax rate inpacts custoner rates at a high | evel

8 And so if you look at this slide, at the top of the
9 slide is the basic revenue requirenments fornula.

10 And revenue requirenents are the Conpany's cost to
11 serve, which ultimately inpact customer rates. And
12 t he revenue requirenents equal operating expense

13 plus rate base tines cost of capital. And you may
14 have heard this referred to in ternms of a utility
15 havi ng the opportunity to recover its operating

16 expenses plus a reasonable return, or cost of

17 capital, on its investnents or rate base.

18 So there are two conponents of this formnula

19 that are inpacted by the drop in the federal incone
20 tax rate. The first one is that, when the rate
21 drops, inconme tax expense decreases. And incone
22 tax expense is a part of operating expense, and so
23 operating expense decreases and overall revenue
24 requi renents, and, therefore, custoner rates
25 decrease. So that's a good thing.
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1 The second way that this fornmula is inpacted

2 by the drop in the incone tax rate is through

3 deferred incone taxes. So deferred incone taxes

4 originate fromthe timng difference between when

5 federal taxes are collected fromcustoners and when
6 they are paid to the IRS. And so the Conpany has

7 use of this cash fromthe tinme it's collected from
8 customers until when it needs to be paid to the

9 IRS. And instead of -- you know, that noney is not
10 kept in a bank account sonewhere, so while the

11 noney -- while the Conmpany has use of this cash,

12 the Conpany uses it to finance its investnments in
13 the utility, so poles, lines, generating plants.

14 And since the Conpany can use this cash fromthe

15 deferred taxes to finance its investnents, that

16 reduces the rate base that custoners need to

17 finance. And so deferred taxes are included as a
18 reduction to rate base. So when the incone tax

19 rate drops, the deferred taxes that the Conpany has
20 al so decrease. And so, since this reduction to
21 rate base decreases, rate base itself increases.
22 And on the other side of that fornula, the increase
23 in rate base causes sone upward pressure on revenue
24 requirenents. Now, fortunately, the -- the first
25 pi ece, the decrease in operating expense, nore than
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1 offsets the increase in rate base, but there is a
2 slight offset due to that increase in rate base
3 (Reference: Presentation Slide 5)
4 On the next slide, nowthat |'ve tal ked about
5 t hat hi gh-1evel benefit fromthe decrease in the
6 income tax rate, as you're aware the current rates
7 t hat Duke Energy Progress and Duke Energy Carolinas
8 customers in South Carolina pay -- the base rates
9 wer e established when the federal incone tax rate
10 was 35 percent. And so, since January 1st of 2018,
11 pursuant to this Conm ssion's order, the Conpany
12 has been deferring that difference between the 35
13 percent and what rates woul d have been had the tax
14 rate been 21 percent. W' ve been deferring that
15 difference in deferred revenue. W call it
16 "deferred revenue." It's a liability and, as part
17 of our proposal, we'll be proposing to return that
18 to custonmers. And I'lIl talk nore about that |ater
19 when | get to our specific proposal, but just
20 wanted to explain a little bit about that deferred-
21 revenue bucket that we have to return to custoners.
22 (Reference: Presentation Slide 6)
23 MR. COOPER MONRCE (DUKE): Ckay. So now |I'mgoing to
24 touch on this concept called "tax normalization,"
25 whi ch you m ght've heard of before. Tax
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1 normal i zation is actually the only rule in the

2 I nternal Federal -- the Internal Revenue Code,

3 which is Title 26 in the federal code, that tells

4 corporate taxpayers who are utilities howto -- how
5 to recover tax expense for ratemaking purposes.

6 And this was established over a nunber of years

7 starting in the '60s. It established and was --

8 cane along in the '80s with further federal |aws.

9 But the thrust of normalization is that there's a
10 proper allocation of tax expense between current

11 and future custoners.

12 And, really, you have to think of it in two

13 di fferent pieces here to understand normalization.
14 There's two type of taxes. There's current taxes:
15 the cash tax that a utility pays to the IRS. And
16 then there's deferred taxes, which Ms. Bateman was
17 just referring to, which are taxes that the

18 utility's going to pay to the IRS in the future.

19 Wien we're doi ng our cost-of-service conponent of
20 taxes, it's both those taxes added together that
21 we're recovering in our base rates as cost of
22 servi ce.
23 And then, as Ms. Batenan pointed out, the
24 deferred taxes reduce rate base, so that represents
25 kind of a sharing. The utility gets the cash-fl ow
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1 benefit of paying less tax from accel erated

2 depreciation, but rate base is reduced by the

3 amount of that deferred tax that you're going to

4 have to pay in the future. So that's the overal

5 concept. So nornalization, big concept. It's

6 required by the IRS, by the federal government.

7 FERC is also -- requires normalization, as well.

8 So .

9 (Reference: Presentation Slide 7)
10 So this is -- this next slide is really just
11 tal ki ng about what the sanctions are for -- if you
12 violate normalization. And "violating
13 normal i zati on" neans that a utility passes back the
14 benefits of accel erated depreciation or excess
15 deferred taxes, which we'll get to in a mnute --
16 when there's a rate change, when you pass that back
17 faster than the book life of the underlying
18 property. And it's a -- it's a really Draconian
19 penalty if you violate giving back those excess
20 deferred taxes or depreciation benefits faster than
21 t he underlying book life: The IRS takes away the
22 utility's ability to use accel erated depreciation
23 at all. So then we would be paying cash tax on a
24 straight-line book nethod. 1'mgoing to give you a
25 nuneric exanple here in a mnute, but it would cost
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1 -- it would be a very large cost, increase in tax

2 expense, that would flow through to customers if

3 you didn't have depreciation

4 Soit's a-- it's abigstick. It's an

5 enforcenent stick that Congress put in place, and

6 kind of the policy reason for it was to nmake sure

7 that, you know, there's this bal ancing of the cash-
8 flow benefit to utilities for these economnc

9 stimulus of accelerated depreciation and | ower tax
10 rates when you create excess deferred taxes,

11 bal anced by the -- the rate-base inpact of -- of

12 benefit to the custoners as you have that reduction
13 to rate base

14 (Reference: Presentation Slide 8)
15 Okay. So just to try to drive this hone with
16 sone nunbers -- so this -- this slide here is just
17 -- on Slide 8, is just pointing out how there's a
18 di fference between book depreciation and tax

19 depreciation, and if you'll just notice, at the
20 bottom of the page, everything cones back to zero
21 at the end of the day. Book depreciation's a
22 t housand dol |l ars evenly spread over the ten-year
23 life.
24 The -- the next columm over is the tax
25 depreciation, which is rapid, which Congress put in
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1 so that businesses woul d have capital formation

2 Uilities are big, capital-intensive businesses.

3 The difference between those two anpbunts is, in

4 that third colum, tax effect, and the fourth

5 colum to show the current year anmount. And then

6 the accunmulated is -- is really just a running

7 total of the -- the tax-effected difference through
8 the years. You can see it -- it rises. The

9 accunul ated deferred taxes rise up until you get to
10 Year 5, and then they start turning around and, at
11 the end, cone back to zero. So it's all timng

12 (Reference: Presentation Slide 9)
13 So one of the changes in the Tax Cuts and Jobs
14 Act was to elimnate bonus depreciation for

15 utilities, and this next slide is really just

16 showi ng what the effect is of bonus depreciation

17 what it's been in the past for utilities. The

18 bonus depreciation is really just a, kind of, super
19 amount of accel erated depreciation all in Year 1,
20 which you'll see in the bonus-per-tax columm there.
21 You get -- on a thousand-dollar asset, you take
22 $500 all in Year 1. You take the other $500, and
23 you spread it over, still, the other rapid
24 depreciation life, but -- so when you do the math
25 and | ook at the differences and then conpare it --
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1 you know, if you | ook at the accunul ated, at the --
2 at the far-right colum, you have a big book-tax
3 difference in the first year, and it rapidly falls
4 off. If you |look at the current year colum, it --
5 it turns around by the third year; everything
6 starts turning around.
7 So that bonus depreciation had a big inpact on
8 our deferred taxes in the past before TCJA. In the
9 future, this phenonena is not going to be
10 occurring.
11 (Reference: Presentation Slide 10)
12 So Slide 10 is really just driving home how
13 the difference, with and w thout bonus
14 depreciation, is going to affect deferred taxes.
15 It's going to affect rate base. It's also going to
16 af fect cost of service.
17 (Reference: Presentation Slide 11)
18 So, really, the next concept we want to talk
19 is, when you have the rate change -- and you -- you
20 have an asset that you' ve been depreciating at the
21 hi gher rate of 35 percent. This chart just shows
22 what happens to excess deferred taxes on a
23 property-related asset. Years 1 through -- 1
24 through 3 -- 1 through 4, we're accunul ating --
25 accunul ating deferred taxes at a 35 percent rate.
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1 And then, in 2017, we have the Tax Cuts and Jobs

2 Act; the rate goes down to 21 percent. W revalue
3 t hose deferred taxes, so we had built up 180

4 bal ance in deferred tax -- accunul ated deferred

5 tax, but when you reevaluate at 21, now, to 108,

6 and we have 72 too nuch deferred tax that's never

7 going to get paid to the IRS

8 So what do we do with that? Wen the Tax Cuts
9 and Jobs Act was enacted, there's a provision in

10 the Act that says you have to flow that back under
11 t hese normalization rules for the property-rel ated
12 excess deferreds over the -- generally, the

13 remai ni ng book life of the underlying assets. So
14 that $72 here flows back to custonmers over the

15 remai ning book life. In this exanple, the

16 remaining -- Years 5 through 10. So that has -- on
17 the cost of service, it reduces the cost-of-service
18 conponent, but on the deferred taxes, gradually

19 over tinme, rate base will increase.
20 (Reference: Presentation Slide 12)
21 So just trying to round this whole thing out,
22 on the excess deferred taxes, there's -- there's
23 di fferent kind of buckets of excess deferred taxes.
24 There's a bucket of excess deferred taxes on
25 protected assets, which are our property-rel ated
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1 assets, which is the vast majority of what Duke

2 Energy Carolinas and Duke Energy Progress have

3 because we, you know, run a electric utility. And
4 that's all subject to normalization, and those have
5 to fl ow back over the remaining book life.

6 The second bucket is unprotected excess

7 deferred taxes that have to do with -- they're not
8 protected under the normalization rules, but

9 they're related to property. Kind of the classic
10 exanple here is itens that are considered repairs
11 for tax purposes but have to be capitalized for

12 regul atory book purposes. So if we get a -- here's
13 an exanple: On our distribution system if you

14 have a pole that gets knocked down by somebody

15 because they run off the road and knock the pole

16 down -- one pole. For tax purposes, that is a

17 repair, because the whole unit of property is

18 sonething Iike 40 poles and the line in between, so
19 t hat kind of whole 40 poles would have to be -- or
20 -- or nore -- a certain percentage of that 40 poles
21 woul d have to be destroyed before you had to
22 recapitalize, but, if you knock down just one pol e,
23 you're repairing that asset and you deduct the
24 repair. For -- for book purposes, that's
25 capitalized. That pole is capitalized and put into
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1

2

10

PP&E, so we deduct the pole for tax. It's not
protected under normalization rules, but it is kind
of intrinsically linked to our property. So that's
unprot ected excess deferred for property.

And then everything else is timng differences
bet ween book and tax -- taxable incone that have --
are not related to property and they're not
protected by the normalization rules. So with
that, I will toss it back to Ms. Batenan

(Reference: Presentation Slide 13)

11 M5. LAURA BATEMAN (DUKE): Excellent. So on this next
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12 slide, this is just a review of what | tal ked about

13 earlier: the revenue-requirenents formula equal s

14 operating expense plus rate base tines cost of

15 capital. And the decrease in incone tax expense

16 due to the federal act decreases operating expense;

17 however, there is -- |ike M. Monroe explained --

18 factors that will increase rate base as deferred

19 taxes going forward are decreased due to the return

20 of excess deferred income taxes to custoners, the

21 lower tax rate, the 35 to 21 percent, and al so the

22 el imnation of bonus depreciation.

23 (Reference: Presentation Slide 14)

24 And so the next slide is a sunmmary of Duke

25 Energy's proposal on how to inplenent this in
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1 customer rates. There are two prinmary conponents, ,-:,il
O
2 and -- and | should first state this is for base 8
3 rates. To the extent that the Tax Act inpacts the E
4 energy-efficiency rider or the fuel clause, the -- |.8.|
w
5 that inpact would be handled in those annual %
®
6 pr oceedi ngs. N
o
7 However, for base rates, there are two nmain EI_’:
8 ways that we propose to inplenent the Act. The %
9 first is through an excess deferred i ncome tax i,
10 rider or EDIT rider. In -- in this rider -- and | §
11 have a nore detailed slide on it comng up -- but j§>
12 we' |l propose to return the deferred revenue that | %
13 tal ked about earlier, as well as the excess 8
14 deferred i ncome taxes that M. Monroe descri bed, §
15 and you can see the inpact of that -- oh, and §
16 there's also a conmponent for a return on that :
17 increasing rate base. And you'll see the inpact (%;
o
18 for the Year 1 rider that we've proposed up there 'c_;:
—~
19 on the screen. @
20 It's 3.7 percent benefit or decrease in
21 customer rates for DEC -- for Duke Energy Carolinas
22 and a 1.7 percent benefit or decrease in custoner
23 rates for Duke Energy Progress. And the primary
24 driver between the difference in those two
25 percentages i s how the excess deferred i ncone taxes
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aL
1 fall into those three categories that M. Mnroe r_||'|
O
2 descri bed. So Duke Energy Progress has a higher 8
Py
3 percentage of its excess deferred incone taxes in %
O
4 the protected category, and that's the category rcl?|
w
. . . %)
5 that's prescribed over the period which you have to >
®
6 return that to custoners, and it is a | onger N
o
7 peri od. ©
n
&
8 The second conponent of how we plan to =
o
. . S <
9 i npl enent the Act in custoner rates is in an N
10 adjustment to base rates, and this adjustnment to 3
©
. . . >
11 base rates will reflect the decrease in the incone =
12 tax rate going forward on an ongoi ng basis and %
%
w
13 i nclude that benefit in customer base rates. And O
N
14 you' Il see the percentages up there as well: <
w
: . N
15 3.9 percent benefit or decrease in custoner rates ©
m
16 for Duke Energy Carolinas and a 3 percent benefit _'U
Q
17 or decrease in custoner rates for Duke Energy @
&
18 Progress. o
>
19 And then you'll also see the totals down at
20 the bottom a 7.6 percent benefit for Duke Energy
21 Carolinas custoners and a 4.7 percent benefit for
22 Duke Energy Progress. And | will say that these
23 are the average benefits or decreases in custoner
24 rates. Each individual customer will be inpacted
25 differently.
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1 (Reference: Presentation Slide 15)
2 So the next slide has a lot of detail on it.

3 This is the slide for the EDIT rider that the

4 Conpany is proposing, and you'll see in the first

5 colum there are the categories of benefits that we
6 are planning to return to custonmers or proposing to
7 return to custoners. The first one is the deferred
8 revenue that | spoke about, and you'll see up here
9 we have the 2018 -- January through Decenber 31st,
10 2018, deferred revenue. That will be included in
11 the Year 1 rider. W will continue to defer

12 revenue until we actually inplement the | ower tax
13 rate in customer rates, so we'll continue to defer
14 during 2019 until we're able to inplenent new

15 customer base rates and will include that

16 addi ti onal deferred revenue starting in the second
17 year of the rider, and the rider will be updated

18 annual | y.

19 The next three categories are the excess
20 deferred income taxes, the protected -- unprotected
21 PP&E rel ated and unprotected non- PP&E rel ated t hat
22 M. Monroe descri bed.
23 And the next category is the North Carolina
24 excess deferred incone taxes that resulted froma
25 decrease in the North Carolina state inconme tax
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1 rate. That is not related to the Federal Tax Act,
2 but since it was excess deferred incone taxes, we
3 decided to include that in this rider, as well.
4 And so that's the first col um.
5 Oh, and then the return conponent. So as we
6 return these excess deferred i ncone taxes to
7 custoners, rate base will increase, and so there's
8 a return conponent due to that increase in rate
9 base in the rider as well.
10 The next two columms are the total deferred
11 amounts on the Conpany's books as of the end of --
12 as of the end of 2018.
13 The next columm over is the proposed
14 anortization period that the Conpany is proposing
15 to return these benefits to custonmers over. The --
16 under the protected category, that ARAM average
17 rate assunption nmethod, that's the one that is
18 prescribed by the Tax Act that the Conpany and the
19 Conmi ssion don't -- don't have -- you know, cannot
20 change.
21 The other periods are the ones that the
22 Comm ssi on does have discretion over, and the
23 Conpany is proposing a twenty-year return for the
24 unprotected PP&E-rel ated excess deferred incone
25 taxes, and then five-year periods for the deferred
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1 revenue and the unprotected non-PP&E rel at ed.

2 And then those |last two col utms show t he

3 Year 1 benefits to custonmers in these riders.

4 And down at the bottom it's expressed as a

5 percent age of customer rates, so a 3.7 percent

6 benefit for DE Carolinas custoners and a

7 1.7 percent benefit for DE Progress custoners on

8 aver age.

9 And then 1I'll note, down at the bottom

10 there's a footnote that speaks to -- that the

11 deferred revenue categories up at top -- up at the
12 top, the 30 mllion and the 2 mllion, respectively
13 for DE Carolinas and DE Progress, those have been
14 reduced by a portion -- a portion of those revenues
15 have been used to offset a regul atory asset that

16 t he Conpany has on its books for -- related to

17 Di stributed Energy Resources Program and so the

18 Conpany i s proposing to use a portion of those

19 deferred revenues to offset those regul atory assets
20 related to the Distributed Energy Resources
21 Pr ogr am
22 And that's -- has been done in sone ot her
23 jurisdictions where states have allowed utilities
24 to use a portion of the benefits fromthe Federa
25 Tax Act to offset some deferred costs for
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2 (Reference: Presentation Slide 16)
3 The next slide goes into sone nore detai
4 about how the Conpany cal cul ated the deferred
5 revenue category, that difference in current
6 customer rates between the 35 percent and the 21
7 percent. So, first, the Conpany went to the cost
8 of service fromthe test year in the last rate
9 cases for both Duke Energy Carolinas and Duke
10 Energy Progress. W identified the inconme tax
11 expense in those cost of services, and then we
12 restated that incone tax expense at the 21 percent
13 federal tax rate and then devel oped a revenue
14 requi renent using that reduced incone tax expense,
15 as well as the inpact on rate base of the |ower
16 deferred i ncome taxes. And we took that
17 di fference, devel oped the revenue requirenment, and
18 t hen devel oped a cents-per-kW rate by dividing
19 that revenue requirement by the kWh in the test
20 year fromthe nost recent rate cases.
21 So we devel oped that rate, and then we've
22 taken that rate, and we've nultiplied it by the kWh
23 sal es each nmonth and then deferred that resulting
24 revenue into the regulatory liability. And we wll
25 continue -- like | said earlier, we will continue
803.749.8100 Southern Reporting, Inc. www.souther nrepor ting.net
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1 to do that until we are able to reflect the 21

2 percent in customer base rates. And then the table
3 bel ow just kind of wal ks through the mechanics of

4 t hat .

5 (Reference: Presentation Slide 17)
6 The next slide shows the adjustnment to base

7 rates that the Conpany is proposing. So this is to
8 refl ect the ongoing inpact of the reduction in

9 incone tax rate from 35 percent to 21 percent, and
10 you can see the benefit to custoners that is

11 included in this piece. It's a 3.9 percent benefit
12 for DEC custoners on average, and a 3 percent

13 benefit for DEP customers on average.

14 (Reference: Presentation Slide 18)
15 The | ast slide just speaks about the inpact on
16 the cash flows of the utility of the Tax Cuts and
17 Jobs Act. And | think we -- we've talked a little
18 bit about this; we've tal ked about deferred incone
19 t axes being a source of financing for the utility,
20 that we've been able to use that benefit/that cash
21 to finance investnments in the utility and of fset
22 rate base. So as those deferred taxes decrease due
23 -- due to the lower incone tax rate, due to the
24 elimnation of bonus depreciation, and due to the
25 return of excess deferred incone taxes to
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1 customers, the Conpany no | onger has that source of
2 financing and nust find alternative sources of

3 financing. And this places pressure on the

4 Conpany's cash flows and can pl ace pressure on the
5 Conpany's credit netrics. And so we just wanted to
6 include this slide because we think it's inportant
7 to balance the inpact on credit netrics and cash

8 fl ows, because the credit netrics and havi ng good

9 credit quality are inportant to having a | ow cost
10 of capital. And the cost of capital, if you

11 renmenber that revenue-requirenments fornula earlier,
12 i npacts the cost of service, revenue requirenents,
13 and custoner rates as well. And so there's --

14 there's a bal anci ng act.

15 And so the Conpany thinks that the proposa

16 that we've put forward provides that right bal ance
17 of imredi ate benefits, as well as ongoing benefits
18 to custonmers over time. And that is the end of our
19 prepared remarKks.
20 CHAI RVAN RANDALL: Thank you. Conmi ssioners, questions?
21 Conmi ssi oner Howar d.
22 COWM SSI ONER HOMARD: There's a theory in this world
23 t hat you should never ask a question that you don't
24 know the answer to; this is a total violation of
25 that theory because | have no clue what the answer
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will be.
Wuld it make any difference if a utility used
a test year that was a future test year or a

hi storical test year?

V5. LAURA BATEMAN (DUKE): In terns of calculating
the --

COWMWM SSI ONER HOMRD:  -- | got "deferred income" --

MS. LAURA BATEMAN (DUKE): -- that rate?

COWMM SSI ONER HOMRD: -- there, yeah

MS. LAURA BATEMAN (DUKE): Yeah. That rate for the
deferred revenue?

COW SSI ONER HOMARD:  Un- huh.

MS. LAURA BATEMAN (DUKE): | -- | think it would. |
think the -- the test year that you use will inpact
the results -- or could inpact the results,

dependi ng on the unique attributes of that test
year. So the Conpany chose to | ook at the test
years that were used to establish current customner
rates and use those test years to cal cul ate how
current custoner rates would have been inpacted by
that change in the tax rate.

COWMM SSI ONER HOMRD:  Thank you. Now |I'm nuch smarter.

CHAI RVAN RANDALL: Commi ssioner Wiitfield.

COWM SSI ONER WHI TFI ELD:  Thank you, M. Chai rman.

Thanks to both of you for this presentation
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1 | guess ny question's going to be right where you
2 ended -- where you left -- where you ended your
3 presentation, Ms. Bateman. And, particularly with
4 that last slide, you -- you -- you threw a | ot at
5 -- at us but, in particular, that |last slide.
6 Maybe 1'm not quite followi ng you or -- or
7 what ever, and that -- that could be the case. But
8 you state that this cash is used to fund
9 investnments of the utility to avoid third-party-
10 financing debt or equity. And -- and, of course,
11 you nentioned |ong-termdebt or equity. O course,
12 | would think it would -- it would be on the
13 shorter -- shorter-termdebt. But, nonetheless, if
14 you're able to use that cash and don't have to
15 finance nore debt and then you tal k about it being
16 aliability going forward because you have to
17 return that noney to the custoners and you talk
18 about losing that cash flowin the future because
19 once you've -- you've gotten yourself down to the
20 21 percent mark, you won't -- won't have that
21 overage or whatever you want to call it. But you
22 tal k about it being a potential negative credit
23 i mpact .
24 Is -- why would it be negative, if you're
25 accounting for it properly, like you're telling us
803.749.8100 Southern Reporting, Inc. www.souther nrepor ting.net
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-- you're here today telling us that you' re doi ng?
Is it the fact that you are not having to access

the market as nmuch? Wy -- why would it be a

negative inmpact on your credit if you' re -- again,
if you're properly accounting for it and -- and
it's known and -- known and neasur abl e?

7 M5. LAURA BATEMAN (DUKE): Yeah. Good question. And

["11 -- 1"l answer it at a high level, but I am
not our cost-of-capital, credit-nmetric expert. But
"Il share -- share what | do know.

In terns of the cash flows of the Conpany and
as we think about credit netrics, the credit rating
agencies |look at lot at the cash flows of the
Conmpany and the anount of debt in interest expense
that the Conpany must cover with its cash fl ows.
And so, as we have to increase the anount of debt
that we have and as our cash flows, the use of cash
-- the cash benefit fromthe federal governmnent
decreases, it decreases our cash flows and it
i ncreases the anount of debt. And so it -- it does
have a negative inpact on sone of those credit

metrics.

23 COW SSI ONER VWHI TFI ELD: Ch, | see what you're saying:
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24 In the -- in the future, you won't -- you won't
25 have that cash flow And -- and also, it -- as you
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stated -- very -- multiple tinmes, it's creating a
liability because you have to return that noney to
the custoners. But, in the short term if the cash
-- as you said in your top bullet point, if the
cash is used to fund investnents of the utility to
avoid third-party-financing debt or equity -- if
it"s used in the short termto fund capital -- to
-- to fund investnents, then |looks like in the
short termit wouldn't negatively inpact the
credit. O course, I'msure there's sonething |I'm
not seeing.

MS. LAURA BATEMAN (DUKE): No. | understand what you're
saying. But this is, as we |ook out over tine, it
coul d have the inpact of negatively inpacting the
Conmpany' s cash fl ows.

COWM SSI ONER WHI TFI ELD:  You' re saying over long term
down the road?

MS. LAURA BATEMAN (DUKE): Yes. And so -- but | wll
say that the credit rating agencies look at it --
| ook over the long termin determning the credit
ratings. And so shortly after this Act was passed,
Moody's, one of the credit rating agencies, did
change Duke Energy, along with other -- severa
other utilities fromwhat they call a "stable

out| ook"™ to a "negative outlook," due to the inpact
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that they saw that this Act could have on regul at ed
utilities in the future over the long term
Fortunately for Duke Energy, Mody's changed that
out | ook back to "stable" in August of 2018. And

part of that was due to sonme constructive orders

from--
COW SSI ONER WHI TFI ELD: | was - -
MS. LAURA BATEMAN (DUKE): -- our regulatory

conmi Ssi ons.

COMM SSI ONER WHI TFI ELD: | was going to say, with the
order we issued prior to that reflecting what the
Conmpany's liability would be going forward, it
| ooked |i ke there would be sone proper and | ega
and accounting recognition of that. And certainly
that had to attribute to the slightly positive turn
in the credit outl ook.

MS. LAURA BATEMAN (DUKE): Yes. | would say that was
true.

COWM SSI ONER WHI TFI ELD:  Wel |, thank you for that
di scussion and that explanation

M. Chairman, | don't have anything further
for this panel.

(To M. Monroe and Ms. Batenan) But thank you
for your presentation.

CHAI RVAN RANDALL: Thank you, Commi ssioner Wi tfield.
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Comm ssi oners, any other questions?
(No response)

CHAI RVAN RANDALL: Ckay. W thank you for your
presentation. | know questions always get a little
nore scarce when you start tal ki ng about taxes.
And | know they do for ne.

So, Ms. Shirley Smith, if you -- anything
el se?

M5. SMTH. That's all. W appreciate y'all letting us
be here today. Also, for anyone in the audience,
we al so have extra copies of the presentation if
you would like to have one for -- for posterity
before it's posted to the Commi ssion's website.

CHAI RVAN RANDALL: Thank you very rmuch.

(To M. Mnroe and Ms. Batenman) And you nay
be excused.
Wth that, if there's nothing else from
Comm ssi oners, we are adjourned.
(WHEREUPON, at 11:34 p.m the
proceedi ngs in the above-entitled
matter were adjourned.)
(*This transcript may contain quoted material.
Such material is reproduced as read or quoted
by the speaker. **Certificate acconpanies

seal ed original only.)
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STATE OF SOUTH CAROLINA )
) CERTIFICATE
COUNTY OF LEXINGTON )

Be it known that Kathleen R. Tackett, CVR-M, took the
foregoing proceeding and hereby attests:

that I was then and there a notary public in and for
the State of South Carolina-at-large and that by virtue
thereof I was duly authorized to administer an oath;

that the deponent/witness was first duly sworn to
testify to the truth, the whole truth, and nothing but the
truth, concerning the matter in the controversy aforesaid;

that the foregoing transcript represents a true,
accurate, and complete transcription of the testimony so
given at the time and place aforesaid to the best of my skill
and ability;

that I am neither a relative nor an employee of any of
the parties hereto, nor of any attorney or counsel employed
by the parties hereto, nor interested in the outcome of this
action;

that, if a recording of an event was supplied by
another party for purposes of transcription and I was not
present during that event, the foregoing pages were
transcribed to the best of my skill and ability;
additionally, any identifications of speakers were provided
to me by the party supplying the recording;

that, in the event of a nonappearance by the witness,
the foregoing details for the nonappearance are accurate.

In witness thereof, I have hereunto affixed my
signature and title.

Kathleen R. Tackett, CVR-M

Date: 2/20/2019

Notary public for South Carolina
My commission expires July 19, 2020.

0 (Audio files are retained for six (6) months from the date of the
deposition/proceeding or until transcript has been signed in cases
where signature was not waived.)

9/ Jo 9/ abed - 3-862-€10Z - 0SdOS - NV 65:6 L.z Aenigad 6102 - ONISSTO0Hd ¥0O4 314300V




Duke Energy

Residential Smart $aver Modifications

February 19, 2019






Portfolio Snapshot (Approved Programs)

Residential Programs

Energy Efficient Appliances and Devices

= Free LEDs, Online Store, Retall
Residential Smart $aver

= HVAC, duct, water heaters, pool pumps
House Call and Assessments
Multi-family Residences
Income Qualified Programs and Weatherization
Energy Efficiency Education
My Home Energy Report
Residential New Construction

Energy Wise Home and Power Manager

Non-Residential Programs
Small Business Energy Saver
Smart $aver Prescriptive
Energy Assessments and Design Assistance
Smart $aver Custom
Smart $aver Performance Incentive

Energy Wise Business and Power Share
CIG Demand Response Automation






Cost Effectiveness

Utility Cost Test (UCT)

= the avoided cost savings to the utility system exceed the costs to the
utility/customers

Total Resource Cost Test (TRC)

= the avoided cost savings to the utility system exceed the costs to the
utility/customers and the participating customer

In order to maintain cost effectiveness, incentives are based on
the projected kWh savings and the incremental costs of the equipment.






Tariff Changes

The Company requests to remove incentive amounts from the tariff because as incremental costs fall, the
Company needs to reduce incentive levels accordingly.

= Improves the Companies’ ability to react to changes in incremental costs
= Improves the cost-effectiveness of the program

Internal program changes include the following:
= Recalculate TRC based on lower incremental costs of equipment (the costs to the participating customers)
= Build on referral channel success
= Shorten the time customers wait for their rebates

Primary goal is to ensure that the HVAC rebate program
remains cost effective for residential customers.
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Public Service Commission of South Carolina Allowable Ex Parte Briefing

Tax Cuts and Jobs Act

Presented by: Duke Energy Carolinas and Duke Energy Progress
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4~ DUKE Discussion Topics
T~ ENERGY.

« Overview of the Tax Cuts and Jobs Act Impacts for Utilities

* Corporate Income Tax Reduction

» Tax Normalization

* Deferred Taxes

* Bonus Depreciation

» Excess Deferred Income Taxes

* Duke Energy Carolinas and Duke Energy Progress Proposal?

2 and



https://www.congress.gov/bill/115th-congress/house-bill/1

https://dms.psc.sc.gov/Web/Dockets/Detail/116871

https://dms.psc.sc.gov/Web/Dockets/Detail/116872



@ [E)ltIJEIEGY Summary of the Tax Cuts and Jobs Act (TCJA)

The Tax Cuts and Jobs Act was passed into law on December 22,
2017 with the majority of the provisions taking effect January 1, 2018.

Key Provisions of The Tax Cuts and Jobs Act for Utilities

Provision Impact to Customer Rates

Reduction of the corporate tax rate from 35

percent to 21 percent +and-
Elimination of bonus depreciation

Normalization of excess accumulated deferred +and -
income taxes (ADITs) resulting from the Tax Act.

Retention of net interest expense deductibility +

Elimination of the manufacturing deduction





4~ DUKE Cost of Service and Revenue Requirements
"~ ENERGY.

Cost of service and customer rates will be impacted by the TCJA in two
significant ways.

Revenue Requirements = Operating Expense + (Rate Base x Cost of Capital)

* There are 2 large items in cost of service, and therefore customer rates, related
to federal income taxes.

1. Income tax expense — based on the federal income tax rate.

* Included in revenue requirements as a component of operating
expense.

2. Deferred income taxes - originate from the timing difference between
when federal tax is collected in rates and when the actual payments are
made to the IRS.

* Included in revenue requirements as a reduction to rate base.





4~ DUKE Reduction of the Corporate Income Tax Rate
"~ ENERGY.

Customer Impact
» The new statutory income tax rate of 21% is a reduction from the previous rate
of 35%.

« This will lower a key component of cost of service, i.e., income taxes.

 Current rates were established when the income tax rate was 35% and will be
reduced to reflect the new rate of 21% in the current rate cases.

« The Company has been deferring the amount of revenue associated with the

higher tax rate since January 1, 2018 and is proposing to return that
overcollection of revenue in the current rate cases.

This positive impact to customers rates will be somewhat offset because:

« Rate base will be higher in future rate proceedings due to the reduction in the
deferred tax offset to rate base as a result of the lower federal income tax rate
(discussed on subsequent slides).





d~ DUKE Tax Normalization and Deferred Income Taxes
T~ ENERGY.

Utilities must comply with IRS rules regarding tax normalization.

Ratemaking (“book taxes”)

 The IRS requires utilities to include income tax expense in cost of service based on straight-line
depreciation (spreads to cost over the life of the asset).

« This meets the IRS requirements for normalization and accomplishes the proper allocation of tax
expense to present and future customers.

Tax payments (“cash taxes”)

« Depreciation expense for tax purposes is based on IRS rules that allow companies to take
accelerated tax deductions for recovery of the cost of an asset over a shorter period than its life in
order to provide the company with cash for reinvestment and economic growth.

* |n effect, the government allows companies to defer the payment of taxes to later years so that
companies can invest the cash that would have otherwise been paid today into new assets and
economic growth without having to raise capital from debt or equity financings, thereby lowering
financing costs for utilities and their customers.

Deferred taxes

« The timing difference between “cash taxes” and “book taxes” is what is referred to as deferred
taxes.

« Deferred taxes represent the timing difference between when a utility pays a tax to the IRS and
when a utility collects for that tax payment through customer rates.

« The majority of a utility’s deferred taxes result from accelerated tax depreciation, however, there
are other timing differences related to when items are deducted for book purposes and when they
are deducted for tax purposes that also create deferred tax balances.






d~ DUKE Tax Normalization Violation
" ENERGY.

» Tax normalization is a general ratemaking policy.

* |t requires utilities to recognize the benefits of depreciation expense tax
deductions in customer rates over the life of assets.

« |f a utility fails to meet the requirements for tax normalization, it will no longer be
allowed to use accelerated depreciation for tax return purposes.

* This would result in:
 Much higher current tax payments

* No interest free cash (i.e. government loan) which would have to be
replaced with debt and equity financings.

 Much higher rate base (and therefore higher customer rates) due to the
elimination of deferred taxes.
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DUKE
ENERGY.

Accumulated Deferred Income Tax (ADIT) Example

Deferred taxes are a by-product of tax normalization and an important ratemaking
component.

Assumptions:
« Company invests $1,000 in an asset with a useful life of ten years
» Company is allowed to accelerate the depreciation of the investment over 5 years for tax purposes
(the IRS provides tables that are used to calculate the annual tax depreciation expense)
* Federal income tax rate is 21%

Year Depreciation Expense Deferred Tax
Per Books Per Tax Difference Current Year (') Accumulated @

1 $100 $200 $100 $21 $21
2 $100 $320 $220 $46 $67
3 $100 $192 $92 $19 $87
4 $100 $115 $15 $3 $90
5 $100 $115 $15 $3 $93
6 $100 $58 $(42) $(9) $84
7 $100 - $(100) $(21) $63
8 $100 $(100) $(21) $42
9 $100 $(100) $(21) $21
10 $100 - $(100) $(21) $0

$1,000 $1,000 $0 $0 $0

(1) A positive number in this column indicates the Company is paying less tax than it is collecting in rates. A negative number in this column
indicates the Company is paying more tax than it is collecting in rates.

(2) The balance in this column represents cash that the Company has collected for future payments to the IRS. This balance benefits
customers through a reduction to rate base. Because deferred tax balances are a timing difference only, they will always go to $0 over
the life of the asset.
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Bonus Depreciation

Bonus depreciation is an enhanced form of accelerated depreciation for tax
purposes and allowed utilities to defer even larger tax payments to future periods.

* Prior to the passage of the TCJA, bonus depreciation had existed for well over a decade
to encourage capital investment.

* In 2017, bonus depreciation was 50 percent — this means that corporate taxpayers could
depreciate for tax purposes 50 percent of property placed in service in the first year in
addition to a normal level of tax depreciation on the remaining 50 percent.

Year Depreciation Expense Deferred Tax
Bonus per Normal per Total per FOFERELE
Per Books Tax Tax Tax vs. Tax Current Year Accumulated
Difference
1 $100 $500 $100 $600 $500 $105 $105
2 $100 $160 $160 $60 $13 $118
3 $100 $96 $96 $(4) ($1) $117
4 $100 $57.5 $57.5 $(42.5) ($9) $108
5 $100 $57.5 $57.5 $(42.5) ($9) $99
6 $100 $29 $29 $(71) ($15) $84
7 $100 - - $(100) ($21) $63
8 $100 - - $(100) ($21) $42
9 $100 $(100) ($21) $21
10 $100 - - $(100) ($21) $0
$1,000 $500 $500 $1,000 $0 $0 $0
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Bonus Depreciation (continued)

The elimination of bonus depreciation lowers ADIT in the future leaving the utility
with less cash to fund ongoing operations and investments.

 The TCJA generally provides that corporations may immediately expense capital as it is
placed in service, akin to 100% bonus depreciation.
» However, the TCJA specifically prohibits the immediate expensing of capital by regulated

utilities.

« Utilities are directed to use normal tax depreciation for property investment placed in
service (i.e. eliminating bonus depreciation).

Accumulated Deferred Income Tax (ADIT)

Year Without Bonus With Bonus
1 $21 $105
2 $67 $118
3 $87 $117
4 $90 $108
5 $93 $99
6 $84 $84
7 $63 $63
8 $42 $42
9 $21 $21
10 $0 $0

$0 $0

ADIT represents cash that the Company has collected for
future payments to the IRS. This cash is used to fund
investments of the utility and avoid 3™ party financing

(debt or equity).

Because utilities were afforded large deductions as a
result of bonus depreciation, they often paid little to no
cash taxes in any given year.

10





ENERGY.

Excess Deferred Income Tax (EDIT)

in the future than they previously expected.

The reduction in the corporate income tax rate means utilities will pay less in taxes

As illustrated on previous slides, utilities have deferred tax balances (money that has been collected from customers but

not yet paid to the IRS).
This money was collected assuming those taxes would be paid in the future at a 35% corporate income tax rate.

Because the corporate income tax rate was reduced to 21%, utilities have excess deferred tax balances equal to the

difference between what will be paid at the 21% rate compared to what would have been paid at the 35% rates.
These excess deferred tax amounts will be refunded to customers.

Deferred Tax at 35%

Deferred Tax at 21%

Deferred Tax Balances
Post Tax Reform

Difference (from Current Current Restated
previous slide) Year AETELT Year AETELT XCESS\ | Accumulated
1 | 2014 $500 $175 $175 $105 $105 \
2 | 2015 $60 $21 $196 $13 $118
3 | 2016 $(4) ($1) $195 ($1) $117
4 | 2017 $(42.5) ($15) $180 ($9) $108 \s2 /| $108
5 | 2018 $(42.5) ($9) $99 ~ $99
6 | 2019 $(71) ($15) $84 $84
7 | 2020 $(100) ($21) $63 $63
8 | 2021 $(100) ($21) $42 $42
9 | 2022 $(100) ($21) $21 $21
10 | 2023 $(100) ($21) $0 $0
$0 $0 $0 $0

1





§~ DUKE
<’ ENERGY.

Types of Excess Deferred Income Tax (EDIT)

There are three categories of excess deferred income tax.

1. Protected EDIT

 Generally related to a company’s investment in property, plant and equipment

» The flow back treatment is expressly made subject to IRS normalization rules by the Tax Act.

 The normalization rules require protected EDIT to be flowed back over the remaining lives of the
property giving rise to the deferred tax balance.

 The amortization period is called the Average Rate Assumption Method (“ARAM”).
2. Unprotected Property, Plant & Equipment EDIT

* Subject to flow back over a timeframe determined by the Commission.

» Because this EDIT is related to property, it is reasonable to also flow these amounts back over the
remaining lives of the property giving rise to the deferred tax balance.

 The gradual return of EDIT over the life of the capital asset being depreciated, aligns with when
these taxes would have been paid, balances the customer and the Company’s interests, protects
the Company’s cash flow and also protects the customer against rate volatility.

3. Unprotected Non-Property, Plant & Equipment EDIT

* Subject to flow back over a timeframe determined by the Commission
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Summary Impacts of the TCJA

Customers will receive the benefits of the TCJA.

Revenue Requirements = Operating Expense + (Rate Base x Cost of Capital)

Revenue

Requirement Customer Rate

Component Revenue Requirement Impact Impact

Operating Expense Goes down due to the lower federal tax rate  Reduces customer

Rate Base

rates
Goes up due to: Increases customer
1. The return of the excess deferred income  rates as rate base
taxes grows

2. Lower deferred taxes on a go-forward
basis because they will be based on a
21% rate rather than a 35% rate

3. Lower deferred taxes on a go-forward
basis due to the elimination of bonus
depreciation

13





4-5 [E)ltIJEIEGY Company’s Proposal for Including the Benefits of the TCJA in Customer Rates

« Under the Company’s proposal, customers receive benefits in two primary ways:

1. EDIT Rider — return of revenue deferral and excess deferred income taxes,
adjusted annually

2. Base Rates — decrease in ongoing income tax expense

Total Customer Benefit Proposed

DEC DEP
. . $61.9 million $9.9 million

EDIT Rider Benefit 379 179%
: $66.3 million $16.8 million

Base Rates Benefit 3.9 3.0%

$128.2 million $26.7 million

Total Customer Benefit 7 6% 4.7%
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Company’s Proposal for Including the Benefits of the TCJA in Customer Rates

Total Deferred Amounts

DEC
Jan 1-Dec 31, 2018 T
deferred revenue $30 million
Protected $411 million
Unprotected PP&E $270 million
related
Unprotected non-PP&E $68 million
related
NC EDIT
Return

Total EDIT Rider

DEP
$2 million *
$147 million

$58 million

$5 million

Proposed
Amortization
Period

D years
ARAM period

20 years

D years

EDIT Rider Benefit

Year 1 Customer Benefit Impact of the EDIT Rider

Year 1 Rider Amounts

DEC DEP
$5.9 million $0.5 million
$10.4 million  $5.4 million
$13.4 million  $2.9 million
$13.6 million  $1.0 million
$17.3 million  $1.1 million
$1.0 million -$1.1 million
$61.9 million  $9.9 million

3.7% 1.7%

* These amounts have been reduced by $40M for DEC and $13M for DEP to offset the solar rebate regulatory
asset related to the Distributed Energy Resources Program (DERP). The Company will continue to defer the
impact of the tax rate reduction from January 1, 2019 through the new rates effective date in this case. Those
additional amounts are not known at this time, but will also be returned to customers.






£~ DUKE Company’s Proposal for Including the Benefits of the TCJA in Customer Rates
%" ENERGY. Revenue Deferral

* |n order to determine the amount of current revenue to defer;

» The Company identified the amount of income tax expense currently in rates
based on the test year cost of service from the most recent rate case.

» Restated that income tax expense amount to a 21% rate.

* Took the difference and developed a cents/kwh rate based on the kwh in the
test year from the most recent rate case.

* Multiplies that cents/kwh rate times kwh sales each month and defers that
revenue amount to be returned to customers.

Tax Rate Overcollection
Tax Rate at .
35% Restated to in Current
21% Rates

Federal taxes included in cost of service in last rate case

Current $25,000 $15,000 $(10,000)
Deferred $110,000 $66.,000 $(44,000)
Total $135,000 $81,000 $(54,000)
Increase to rate base due to lower deferred tax balance $44,000
Return on Increased Rate Base 7.27% $3.199
Total amount in current rates related to 35% income tax rate vs 21% income tax rate $(50,801)
Grossed up to pre-tax revenue requirement level $(64,305)
SC retail billed kwhrs in test year for last rate case 20,750,000

Cents/kwh overcollection in current rates (0.00310)





A

DUKE
ENERGY.

Company’s Proposal for Including the Benefits of the TCJA in Customer Rates
Base Rates Benefit

Customers benefit from the adjustment to reflect lower ongoing income tax due to
the tax rate change from 35% to 21%.

Base Rates Customer Benefit Proposed

DEC DEP

Change in Ongoing Income Tax $66.3 million $16.8 million
Expense 3.9% 3.0%






4~ DUKE Cash Flow Impacts of the TCJA
T~ ENERGY.

It is appropriate to consider how the TCJA impacts a utility’s cash flow.

» As stated previously, Accumulated Deferred Income Taxes represent cash that the Company
has collected for future payments to the IRS. This cash is used to fund investments of the utility
and avoid 3" party financing (debt or equity).

 The combination of a lower tax rate, the loss of bonus depreciation, and the need to return to
customers the excess deferred income taxes, means that utilities will lose some of the cash
flow contribution from deferred taxes on an ongoing basis.

» This pressure on cash flow has the potential to have an overall negative credit impact on
utilities.

» Credit quality drives access to affordable capital, therefore, it is in the best interest of customers
to prevent a weakening of the Company’s cash flow and credit quality from pre-Tax Act levels.

» The Company'’s proposal included in this case provides immediate benefits as well as ongoing
benefits through the return of deferred taxes over time.
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